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WAR FINANCE AND AMERICAN BUSINESS’ 


It is no part of my task to analyze the long-time effects of the 
impoverishment of Europe upon our place and interest in inter- 
national trade. It cannot be good for us to have our best markets 
closed or our best customers crippled—those peoples who, by buying 
from us, must sell to us—nor can we profit by the paralysis of their 
productive power, and the resulting cancellation of their purchasing 
power. It is, in fact, their purchasing power—in other words, 
their productive power—which creates for us our opportunity of 
selling—the possibility of selling to them, together with all the 
advantages of this selling. We need markets for our surplus 
product, it is true, but only in the sense of needing, not a chance 
of merely getting rid of these products, but of getting something 
for them. In the long run, there is no purpose in exports but that 
of return imports. Refusing the imports, or failing to be offered 
them, we should as well drop our exports into the sea, a mile or two 
out, and save the expense of the longer voyage. Nor, even if we 
could continue to bring back money as our sole guid pro quo for 
our exported goods, would this be worth while excepting as the 
money were our title to a later exportation of the money for purposes 
of purchase. To nations, as to individuals, money is good only for 

* The substance of an address delivered, without manuscript, at the meeting of 


the Western Economic Association, in Chicago, November 27, 1915. In some respects 
the data presented have been extended to cover the succeeding weeks. 
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the things that it will buy. But for nations the interval between 
the time of getting the money and the time of sending it back 
abroad as purchasing power in foreign markets is, as I am about 
to emphasize, a period of danger. 

Nor is it directly any part of my present duty to analyze the 
long-time world or domestic significance of the enormous public 
debts which are piling up in Europe, but only the proximate effects 
in America of the manner and volume of the creation of these debts. 
That the preparedness of France a year and a half ago was summed 
up in 6} billion dollars of national debt and no shoes does, doubtless, 
greatly resemble our own present achievements in preparedness 
of both army and navy but is nothing to the purpose of this 
article. Or that France, even if victorious and free of indemnities, 
is likely to emerge from the present struggle with a total debt 
of from 15 to 20 billions of dollars for its 40 millions of people—an 
annual interest-charge greater than the current national expenses 
of the United States with its 100 millions of population—and under 
the additional burden of those current expenses of government 
which have for decades imposed a fiscal deficit and increased 
borrowing—all this might mean little to us in America, were we 
ourselves not certain to become involved in those processes by 
which the new and staggering increase of debt must be created. 

Nor does our interest in the problem center merely upon the 
question whether the securities which France is so rapidly issuing are 
a safe investment—whether France will be able to stagger forward 
under interest-burdens of $75 to $100 per family over and above 
her $30 to $40 of annual outlay in current national budgets. We 
may note, however, that a billion dollars of interest-charges means 
for France that something like one-seventh of her population is to 
be supported as a rentier class at the charge of the remaining tax- 
burdened six-sevenths. France must some day face a choice 
of drastic income taxes, single-tax confiscations, and inheritance 
escheats, as against either revolution or repudiation. France 
is not likely to choose either the revolution or the repudiation. 
New taxes approaching perilously near to indirect repudiation 
must be devised. But the enormous non-interest-bearing debt 
which France, like all the other warring powers, continues to inject 
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into its currency circulation appears likely to go unredeemed. 
And perhaps it will be better so, else the present period of rising 
prices will be followed by the greater misfortunes of a period of 
contracting currency and falling prices." 

Nor is it to the present purpose to discuss the menace of that 
stimulated immigration to America which appears likely to be the 
long-time effect of the prospective increase of taxation. My 
business is solely with the direct effect upon us of the enormous 
issues of war obligations, in view, particularly, of the manner of 
their creation. In the main, also, I shall confine my analysis to 
the English situation. The methods of French finance are, in most 
respects and essentially, those of England,? also. The methods of 
Germany, which are not greatly different, concern us only slightly— 
by the very fact that Germany’s commercial isolation excludes her 
from both our commodity and our financial markets. 


The annual costs of England’s war activities have now reached 
a total of something like half the annual productive power of 
England. Out of approximately 18 millions of breadwinners, 3 to 
t “The following table shows how the Treasury has constantly been able to keep 


up to the requirements of the first fifteen months of the war: 
Extraordinary treasury resources realized from August 1, 1914, to October 31, 1915: 


Francs 
en. os. idnebadsannadabbsdbbdebaactaneoeaiene 7,000,000,000 
Advances of the Bank of Algeria... . . Rn eee ew OPS i nebadadadnsramedcants 75,000,000 
National Defense obligations: 

Subscriptions in cash.............. Liha kekoiainneenttebanbiaseteccedisendee 2,388,178,000 
Subscriptions by means of bonds unexpired............. 2.2... 000 ccceeecececeeees 345,620,000 

National Defense bonds: 
pd i Sano a anno kee Oae keen wAd aes MAK eee enedee 8,319,588,000 
Ble saa ial le by cig RK 4 oma eee SOM 462,263,000 
Bonds abroad: England, 1,028,g76,000, United States, 135,716,000.............-....- 1,164,692,000 
se ae picasa eabandaeeduentahpaneaiee 1,250,006,000 
ES cA shiuualaaue ia des towee ids iad cased Te edaadewneehcmendemnceen 21,005,341,000 


The State could still ask of the Bank of France 1,700,000,000, and of the Bank of 
Algeria 25,000,000, if it desired to avail itself of the power of drawing conferred by the 
re The Financial Minister was quite right in saying that the Treasury was as 
ample in resources now as at any time since the commencement of this long war.”— 
Commerce and Finance, December 15, 1915. 

Since the outbreak of the war the circulating notes of the Bank of France have 
increased by nearly a billion and half of dollars. 

? Premier Viviani boasted two months ago, before the National Assembly, that, up 
to that date, France had financed the war without a dollar of new taxes, and without 
burden of any sort to the people of France. 








100 JOURNAL OF POLITICAL ECONOMY 


4 millions are upon the firing line or in the training camps. For 
productive purposes, these men are retired, withdrawn. They 
count for the purpose as if they did not exist. For other purposes, 
however, they count for something more. Each man in active 
service requires food, clothing, shelter, and attendance, on espe- 
cially expensive terms. At a reasonable estimate, the upkeep of 
each soldier absorbs the product of one worker, either in England 
or abroad. Still another worker, English or other, is necessary 
to furnish the ammunition, the war craft, and the transportation 
facilities. It is, therefore, intelligible that, while the statistical 
authorities in England place the annual income of England at 
12 billions of dollars, the reports of the government are indicating 
a rate of war expenditure of upward of 6 billions. Or the same facts 
may be put in another way: each English soldier is estimated to 
cost about $5 per day—$1,800 per year. At this rate, an army of 
33 millions imposes an annual cost of 6 billions of dollars. 

Were England, therefore, disposed to do, and able to do, what 
Germany is practically compelled to do—namely, to solve the 
problem of waging war solely by appeal to domestic productive 
power—England’s fiscal policy would sum up into the attempt 
to intercept for government purposes one-half of the income accru- 
ing to the English people—to substitute government spending for 
individual spending to the extent of one-half of the total productive 
power of the country, to put the producing and income-receiving 
public on half-allowance and half-rations, in order to allot to 
military needs the other half of the available current resources of 
the country. 

Allowing time for the necessary readjustments, the domestic 
financing of England’s share in the war might not present an 
economic impossibility, although it would probably present a 
political impossibility. The industrial masses of England are 
not trained to saving—are not the capitalizing classes in England. 
Government borrowing can make small appeal to them, and domes- 
tic taxation to the degree which would be necessary would be 
impracticable under conditions of popular government. Only an 
autocratic government under a collectivist organization of industry 
could be adequate to the task of commandeering for government 
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purposes half of the productive power and of the consumption rights 
of any people—even of a people with the enormous available 
surplus above the strict necessities of life which the English people 
enjoy. Under actual conditions the resources of the English 
government are practically limited to devices of taxation and public 
borrowing. Neither method alone, nor both together, can solve 
the problem of turning over to the government one-half of the 
purchasing power of the nation for redistribution into war activities 
or the support of war activities. Thus, the increase of the tax 
revenues of England for this second year’s war are expected to 
provide for only about three-fourths of a billion of revenue. Bor- 
rowing, either at home or abroad, must provide 5} billions. 

The English statisticians compute the current saving of Eng- 
land in ordinary years at about 13 billions. The compulsion of 
higher taxation and the domestic marketing of government securi- 
ties, it is held, may suffice to double the domestic contribution to 
government expenditure. 

The utmost, then, that appears possible in the way of diverting 
England’s production to the support of war expenditures will 
run to 33 billions. America is practically the sole market in which 
the further necessary funds can be had, or the residue of the neces- 
sary supplies procured. True, the exportation of products from 
England must, as usual, apply toward the payment of English 
imports; but there is still this balance of 2} billions which must 
be otherwise covered.’ 

It is evident, then, that for the purchase of these foreign supplies 
no virtue can attach to the domestic issue of government money, 
either direct or indirect. Purchasing power in the American market 
must be created by the export of goods or of gold, or of securities, 
by transportation services, or by the placing of English govern- 
ment loans. Only for domestic purposes can any debasement 

* In a statement prepared for the Associated Press, December 14, Sir George Paish, 
editor of the Statist, said that the favorable balance of foreign trade of the United 
States next year is likely to mount up to 2} billion dollars, and after due allowance 
for all possible offsets, foreign countries will owe the United States about 2 billion 
dollars on the year’s business, which must be paid either in gold, or by the return of 


American securities owned abroad, or by credits extended to foreigners by American 
bankers. 
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of coinage, or forced loans, or inflations of credit currency avail to 
place the government in control of its increased volume of purchas- 
ing power. Whatever supplies the forces of domestic production 
will not afford must be derived from exterior sources, on terms 
acceptable to the sellers. And, unless under collectivist methods, 
the government must possess itself of media of exchange, if it is 
to obtain commodities or services either at home or abroad. Taxa- 
tion and the issue of government securities and the resort to forced 
loans are purely domestic devices. Sales of things abroad or bor- 
rowings of funds abroad are the only methods of getting supplies 
from abroad. England’s actual problem is, then, to provide in 
America purchasing power with which to command the necessary 
supplies of American goods—purchasing power of approximately 
2} billions of dollars. 


But during the first year of the war England made substantially 
no appeal to the increase of taxation at home or to borrowing 
abroad. About 300 millions of gold were sent to America.’ ‘Since 
the outbreak of the war, sales of American securities to New York 
are estimated to have amounted to between 100 and 125 millions.’ 
Three billions of funds England obtained mostly through domestic 
borrowing—in part under the form of government paper money 
known as treasury notes, but mainly through the issue of short- 
time treasury bills and various forms and denominations of bonds. 
Of these 3 billions of bond issues, however, not all were placed 
with the ultimate investor. A total of something like one billion 
was absorbed by the banks on terms of the issue of deposit credit 
by the banks. It is in this sort of finance that there lies the great 
and imminent danger to which I ask your attention. 


Little, probably, need be said in condemnation of war finance 
or of any other state finance which relies upon the issue of paper 


t In the interview previously cited, Sir George Paish said that the balance due on 
the 1915 foreign trade was 1,350 million dollars, of which 400 million has been settled 
in gold, 460 million by the recent Franco-British loan, “which American bankers and 
investors so generously provided for a short time ago,” and about 500 million by the 
‘return of securities. 

2 Bulletin of National City Bank, December, 1915. 
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money in any form. Economic authority is practically unanimous 
in disapproval of the cours forcé or of any sort of circulating govern- 
ment credit. At the best, and inevitably, there follow disturbances 
of general prices. 

Not so well accepted, however, but equally clear, are the ill 
effects of any sort of government borrowing, the practical effect 
of which is currency inflation. It is, in fact, precisely with this 
aspect of European war finance, and especially with the English 
phase of it, that the present analysis is concerned—not merely 
with the results in England, where the methods of borrowing have 
been of this inflation sort, but also with the results in America, where 
these methods are now in their earlier stages. 

It is a commonplace that the use of money as banking reserves 
in support of issues of deposit credit multiplies several fold the 
efficiency of that money as a medium of exchange. If I lend you 
$1,000 in money, no change takes place in the volume of circulating 
medium. I have merely transferred to you the purchasing power 
at my disposal. As much as your purchasing power is increased, 
so much is mine diminished. And precisely so with my assignment 
to you of my deposit credit at the bank. I get your property or 
your note; you become in my stead the owner of the demand 
right against the bank. Thus far, then, our proceedings are neutral 
in their bearing upon the volume of currency in existence or in 
circulation. 

Not so, however, if your supply of current funds is derived, 
not from a trade with me, but through the loan or discount processes 
of the banks. Opening business with cash resources of $100,000, 
and crediting a group of borrowers with $100,000 of deposits on 
its books, a bank will stand with 100 per cent of reserves against the 
demand liabilities. Discounting $200,000 of paper, its reserves 
are 50 per cent. Only with loans and with derivative deposits 
running at $625,666 do its reserves reach the ratio of 16 per cent; 
and if, in addition, it receives from outside sources deposits of 
$100,000 in cash, it becomes able to increase its accommodations to 
borrowers by an additional $525,000, still maintaining its reserves at 
16 per cent. These deposit credits function as media of exchange. 
Bank lending expands the circulating medium; it creates currency. 
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It is therefore evident that when English bonds are placed 
with ultimate investors, who pay for them in cash or by assigning 
to the government deposit credits, no currency expansion takes 
place. If, however, the bonds are placed with banking institutions 
that pay for these bonds through the creation of deposit credit in 
favor of the government, these deposit credits amount to a net 
increase in the circulating medium of the country. The necessity 
of the maintenance of reserves stands as the only limit upon this 
process of currency inflation. But in point of fact no limit of this 
sort now exists. In September of 1914, an act of Parliament gave 
authority to the English cabinet to waive the legal restrictions 
upon the issues of the Bank of England. Thus, while it is true 
that no increased issues have yet been made, the privilege exists. 
The bank may, at any time, by this device, protect itself against 
pressure upon its reserves. Thus its discount activities are without 
limit. Protected by its power of issue, it is discounting with 
extraordinary liberality in aid of the city banks. Its new deposit 
liabilities, interchangeably with its notes, are reserves for these 
subordinate banks." 


It is, doubtless, true that a resulting advance in general prices 
should ordinarily, in due time, set in operation forces to deplete 
the ultimate gold reserves of the Bank of England; but in point 


: “The service of the modern credit organization enables great payments to be 
made within a short time while spreading reimbursements over a very long time, and 
this allows of loan subscriptions without forcing the sale of property. If the citizen 
had to sacrifice his property by sale in order to buy government bonds, he might not 
do it, but if he can use his credit to buy a government bond and the interest on the 
bond will carry his own indebtedness, and the government can in turn use the bank 
credit for its disbursements, the process of financing a war is reduced to its easiest 


“Extreme ease continues to characterize the money market... . . 

“It is probable that when these European countries are through floating war loans 
their banks will not be in very liquid conditions, but in each country the government 
is behind the situation, and the banks are provided with currency to meet any needs.” — 
Bulletin of the National City Bank, November, 1915. 

“The speed with which hybrid investments and assets located in every quarter 
of the globe have been converted into money has been an economic revelation. Loans 
to allies aggregating double the amount ordinarily invested abroad, made by a nation 
which is spending £5,000,000 a day in destructive warfare and rolling up an annual 
deficit of £400,000,000 in foreign trade, stagger the imagination.”—Commerce and 
Finance, December 1, 1915. 
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of fact, specie redemption is suspended in England. The sub- 
ordinate banks discharge their liabilities in Bank of England notes 
or in deposit credit with the Bank of England. The Bank of Eng- 
land releases gold, not on demand, but at its pleasure and discretion.’ 
It is through this mechanism that the borrowing by the English 
government from the English banks has resulted in an increase 
of something like one billion dollars in the circulating medium of 
England—a billion dollars of currency expansion.? Thus, as a 
matter of government policy, and supported by a liberal lending 
policy on the part of the Bank of England, all sorts of collateral 
have been readily accepted by the subordinate banks as security 
for accommodations liberally granted. 


*It must be admitted that the gold convertibility of the money circulation of 
England is still quite generally asserted; as, for example, in the December 10, 1915, 
number of the Investment News: “While Great Britain and France have never aban- 
doned the gold basis, Germany has.” 

The case is, however, quite fully covered by the sole fact that sterling exchange in 
New York has run, during recent months, at from 15 cents to 36 cents discount in the 
pound. This, it is true, does not necessarily mean that whatever gold circulates 
in England circulates at a premium over bank bills and deposit credit, but merely that 
a bill presented in London will not be paid in the form of gold available for export, but 
only in London funds available for the purchase of commodities which bear prices 40 
per cent higher than prices of a year and a half ago—prices also at which the buyer 
who should export the goods to America would obtain in America a return so low that 
he would as well have submitted to suffer the discount ruling upon sterling exchange 
in New York. This discount he would be excused from suffering if a bill upon London 
entitled him to gold there which he could bring to New York. 

Bank transportation and insurance charges have been running at rates to explain 
only about three points of the discount of sterling exchange. The actual discounts 
have, then, expressed the terms at which an English bill could be made to command 
gold in New York as the reflection of the terms at which the medium of payment in 
which the bill is paid in London can be exchanged for gold in London available for 
export to the New York market. 

2 “Since the 3oth of June, 1915, the deposits of the joint stock banks of the United 
Kingdom, including the Bank of England, have increased from $4,055,000,000 to 
$5,220,000,000.”"—Theodore H. Price, before the Western Economic Association, 
Chicago, November 26, 1915. 

3 The December 1, 1915, report of the Bank of England shows an increase of 
circulation over December 3, 1913, of 27 million dollars. 


Increase of public deposits................. 200 million 
Increase of other deposits. ................ 268 
Increase of government securities........... 90 
Increase of other securities................. 340 


These “other deposits” function in the main as reserves for city banks. In 
December, 1914, the Bank of England had increased its “‘other securities” by 426 
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Nothing, then, could have been more certain than that these 
methods of war finance must set in motion a prompt and extraor- 
dinary increase in general prices. In fact, the Statist’s report for 
October, 1915, showed a rise in the English price index of a trifle 
over 34 per cent between June, 1914, and October, 1915. 

Precisely what may have been the purpose of financial improvi- 
dences of this sort is not to be asserted with entire confidence. 
Probably it was to make borrowing easy and interest rates low, 
whereby government loans should be easily placed at a low interest- 
charge. Such, at all events, have been the results, only that still 
other results have also accrued—and especially untoward results. 
War financing through deposit-banking facilities is a colossal 
unwisdom. 


If, however, these untoward results—shortly to be further indi- 
cated—shall appear to be as disastrous as the making of them was 
gratuitous, there are, in other directions, certain compensations. 
Never, henceforth—one dares to believe—will any economist 
attempt to explain interest rates as dependent either upon the 
supply of equipment goods—instrumental wealth, capital goods—or 
upon the flow of new savings into the capital market.' The financial 
experience of the past year, and the current phenomena of loan 


millions over those of June, 1914. But easy credit and low interest rates have prompted 
the banks to carry much of this paper themselves. So, also, the proceeds of much of 
the acceptance paper which the Bank of England in the early weeks of the war dis- 
counted for the city banks it has borrowed back from the city banks, and has lent to 
the government. 


* “Prior to the outbreak of the war, the following postulates of economic science 
were regarded as fundamental and immutable: (1) that an advance in interest rates 
must follow an increase in the demand for loans or credit; (2) that the value of in- 
vestment securities would decline as interest rates advanced. 

“Tt was generally expected that the expense of conducting the war would result 
in enormous borrowing by the belligerents and that the consequent scarcity of capital 
would severely depress the price of all investment securities. . . . . 

What has happened? ... . 

“Since the outbreak of hostilities they have increased their national debts by an 
aggregate of about $17,252,000,000. 

“Nevertheless, the open discount rate in London has not averaged over 3 per 
cent for the past eight months, and in New York last week six months’ commercial 
paper sold at 2} per cent.”—Theodore H. Price, in his address before the Western 
Economic Association, Chicago, November 26, 1915. 
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rates and of stock and bond quotations, should suffice to prove that 
the interest rates of any given time, the fluctuations of these 
rates in rise or fall, the ease of borrowing, the supply of avail- 
able funds to seekers of capital, the terms of their loans and the 
rates of these loans, are all directly determined by the banking 
situation and the banking policies of the particular time. Banks 
supply funds, and supply them through creating them. And funds 
are what the business man borrows, as they are also what those 
governments now at grips of battle both need and seek. Prac- 
tically there is nowhere any borrowing of anything else. Thus 
the world in general—inclusive of the economists—is witnessing 
an extraordinary expansion in the borrowing demand, at the same 
time with an attendant and unprecedented destruction of wealth 
and of capital goods, a destruction unparalleled both in speed and in 
volume. And yet, by the magic of banking, and precisely because 
the process is one exclusively within the field of banking and directed 
by the banks, rates of interest, instead of rising, have remained, and 
still remain, exceptionally low—all owing to the generous supply of 
what the financial world knows as capital and reckons and pays 
interest on. Never before has any scientific doctrine so rapidly 
passed through insolvency and into decreed bankruptcy. So 
rapid, indeed, have been the proceedings and the decree that most 
of the sponsors of the doctrine in question are not yet quite aware 
of what has occurred to them and to their categories. But here 
are the market quotations‘—quotations for which the economists 
consistently with their previous views, can offer only one line of 
possible explanation—an increasing, rather than a diminishing, 
world-wealth, and expanding and generous, rather than acutely 
inadequate, supplies of equipment goods; or in default of this, an 


* The Journal of Commerce, November 10, 1915, gave the following figures: 








Nov. 9, 1915 Last Year 





a money..... Babnnstnesseaserkexonane i PY 
GEE, CO GITE, . ccccccccssscccvecces 2 5 
Commented: paper, choice names............ 3@33 5$@6 
Reserve bank di icisescequesten< i re ee 
New York banks surplus reserve............ $189,100,000 | * $15,914,000 
Average price of 20 railroad stocks........... 105.26 80.41 


Average price of 12 industrial stocks......... 116.79 80.41 
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incredibly rapid increase in the supply of funds derivative from 
abstinence—an increase beyond any possible explanation or his- 
torical precedent. On any other terms the interest phenomena 
of the present period must appeal for explanation to forces outside 
the pale of the traditional analysis. Capital must forthwith take 
on the guise of a supply of suspended purchasing power, derived 
in the larger part from banking sources and made available through 
banking channels, rather than a stock of instrumental equipment 
or of raw material, or a fund of subsistence goods. By this method 
must the economists arrive at a concept of business loan capital 
which shall connote merely that sort of thing that business men 
lend and borrow upon terms of interest. 


But to assert that, in the larger part, the bankers determine 
whether funds shall be plenty and cheap (interest low) or scarce 
and dear (interest high) is not to impute to them an altogether 
unlimited power. They may at times have to reckon with their 
reserves—to make their peace with them. It is, however, not the 
less clear that when redemption is suspended all limit upon inflation 
is removed. And redemption is suspended in England, as also in 
France, Germany, and Austria. 

In some other respects also, the powers of banking fall short 
of omnipotence. Granted that the banks, by expanding their 
grants of credit accommodation, may modify the supplies of busi- 
ness capital, alter the volume of currency, and readjust the rates 
of interest, they are nevertheless unable therewith to maintain 
unchanged the general price situation. These inevitable limita- 
tions upon banking power are clearly manifest in England. The 
attempt to hold the rate of interest low has, on the whole, been 
surprisingly successful. An easy “‘money market” has greatly 
facilitated the placing of national securities both with private 
investors and with banking institutions. Thereby the govern- 
ment has not only secured control of a large part of the billion 
dollars of interest maturities in foreign securities, but it has made 
possible the retention by the English investor of most of his foreign 
investments. Exports of goods and exports of gold, and gains from 
transportation, together with interest claims abroad, and with some 
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small sales of foreign securities, have, up to this autumn, financed 
the enormous importations of supplies from abroad. But prices 
have, meanwhile, extraordinarily risen in England.! Thus becomes 


! The rise of 35 per cent from the basis of June, 1914, as reported in November, has 
continued for the ensuing month, and is now, according to the Statist figures, 40 per 
cent. 

“On many lines of men’s worsteds and dress goods the prices now asked abroad 
are too high to attract many importers. At the moment, many of the mills in the 
English woolen districts are in need of work . . . . but the prices . . . . preclude 
the likelihood of large orders from this side until prices come down. . . . . 

“For the next few months there does not seem to be any prospect of any material 
broadening in imports because of the range of prices prevailing abroad.’’—Journal of 
Commerce, November 10, 1915. 


Much difference of opinion and of estimate exists both as to the volume of our 
securities held abroad and in England alone and as to the volume of securities already 
marketed in America. The English authorities have commonly asserted that English 
holdings of foreign investments approximate twenty billions of dollars, something 
like four billions of which are American securities. 

“Tt was estimated last week that the United States has taken back from Europe 
approximately $1,550,000,000 of American securities since the outbreak of war, the 
amounts purchased from the several countries being about as follows: 


a RE are Rem ents $950,000,000 
I a. 5. od kk Gok ase aaa a ace ceael 300,000,000 
a 55 14:0, sachin oa Oe Rao ee eats Ce 150,000,000 
Re ee een eee mee 100,000,000 
Switzerland and other countries. ......... 50,000,000 

MR a iistaseccabinceysanaes . . . . $1,550,000,000 


“As loans amounting to about $768,000,000 have been placed in this country by 
belligerents and neutrals since the outbreak of war, we have aided Europe to the 
extent of approximately $2,318,000,000 since the war commenced, and practically all 
of this total has been absorbed.” —Annalist, December 20, 1915. 

eo According to figures recently issued by the Chief of the Bureau of Foreign 
and Domestic Commerce, in Washington, it is estimated that the United States of 
America owes no less than $7,000,000,000, distributed among the great creditor nations 
as follows: 


INES. 5. v.64 a bvdtepadeuadeeamecesaed $4,000,000,000 
I 5 kit go nS reins Diske NiarGlN pid aged aleked 1,250,000,000 
EAE no ore astra Sian gh wake eae ecko ore I ,000,000,000 
EY cic nidwnaemina« taka gee aactaaed 650,000,000 


rer Already, according to estimate, we have shipped about £150,000,000 to 
£200,000,000 of bonds, and as they mostly go straight into consumption there is no 
sign of the demand drying up. If all the American bonds held in this country are 
sent back to their place of origin, we shall probably ship from £350,000,000 to £550,- 
000,000 more, and when that supply is exhausted there will remain the large volume 
of preference stocks held mainly by private investors and the credits hitherto main- 
tained abroad by wealthy men anxious to avoid taxation by the British Government.” 
—London correspondent of the Journal of Commerce, of date of December 8, 1915. 
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greater and greater the difficulty of marketing whatever products 
England has to spare, after account is taken of its restricted pro- 
duction and its increasing demands upon English industry for the 
support of the war. Nor are these all the evils that go with rising 
prices, from the point of view of financial endurance. England’s 
purchases, both at home and abroad, are made on terms of higher 
prices, and thus with an increasingly rapid movement toward the 
exhaustion of her credit possibilities, and with a nearer approach 
to the utmost margin of credit flotation—financial exhaustion. 


Nor, even, are these the most serious of the difficulties. The 
current methods of war finance are making impossible the national 
economies essential to a long test and trial of economic endurance, 
as distinguished from pureiy financial endurance. England’s war 
activities, so far as they are not supported by domestic productive 
power, must derive their supplies from abroad. The extent to 
which this appeal must be made to foreign production is precisely 
the extent to which domestic production fails to supply a surplus 
product available for war purposes over and above the current 
consumption for ordinary purposes. Resort must therefore be 
increasingly had to external financing in the degree that domestic 
productive power is inadequate to the support of war activities. 
Consequently, the ultimate determinant of England’s financial 
endurance is England’s economic endurance, the balance of pro- 
ductive power and of product which she can devote to her military 
operations—men, food, clothing, ships, equipment, ammunition. 

War financing, for a war of long duration, must, therefore, 
direct its efforts toward the most rigorous and heroic economy in the 
consumption of goods on the part of the civil population. Some 
loss of productive power is always inevitable when great masses of 
laborers must be shifted over out of their customary occupations 
in order to minister to the pressing necessities of war. But it is 
still worse if, together with the impaired efficiency of the civil 
population, there goes a rising level of consumption on its part. 
Higher wages may, it is true, be necessary to induce the change 
of occupations. But these higher wages must somehow be inter- 
cepted so as to prevent them from emerging in a higher level of 
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consumption of products. Taxation may help, and England has 
begun to impose it. Government borrowing from wage-earners 
might help, and England is just making a beginning in attempting 
it. But the net result, so far, is failure.’ Wages are rising even 
faster than prices. Thus the laboring masses in England are 
receiving higher real wages than ever before—and are spending 
them. An extraordinary and imperative public need is being met 
by a greater prodigality in individual expenditure and consump- 
tion. Thus, English war finance sums up, in results if not in pur- 
pose, in an attempt to make good the subtraction of millions of men 
from industry and the enormous expense of their maintenance in 
military activities through an increasing per capita consumption of 
the people who stay at home.” 


* “The British working classes . . . . are enjoying the unprecedented sensations 
of money to blow. .. . . The fact that only £5,000,000 was raised . . . . in the sale 
of 5s. vouchers . . . . was the first indication to the Government that they were not 


succeeding in tapping the huge resources which lie in the pockets of the wage-earners.”’ 
—Journal of Commerce, December 8, 1915. 

“The Government is concerned with the want of evidence that the industrial 
classes are saving any substantial proportion of their much enlarged earnings. .. . . 
A means must be found for preventing the wage-earners from dissipating their earnings 
in directions which, as a rule, are quite frivolous.’””—Correspondence of the Annalist. 

“The government has failed completely to round up any considerable portion of 
the war-wages and war-bonuses. ... . Reckless indulgence in all forms of luxury is 
seen éverywhere.”—Commerce and Finance, December 15, 1915. 

“The poor man’s treasury bill in £1 denominations seems to have proved an 
utter failure—even at 5 per cent. 

“The Statist’s index number of food prices has risen from 110.0 to 113.1 since 
October.” —Ibid., December 15, 1915. 

2 “There has been a sharp upward movement in the rates of wages, and although 
the cost of living, taken in its widest sense, has risen very appreciably—to some extent 
due to the increased wages of labor—the margin of free income now possessed by the 
workers in trades and industries is exceptionally large. 

“In its lower ranks Great Britain is not a thrifty nation, and fortuitous gains such 
as now come into possession are merely regarded as golden opportunity for indulging 
in luxuries. 

“Doubtless it is in the power of the Government to compel economy by loading 
up taxation . . . . but compulsion in any obvious form is alien to the country’s 
traditions.”—London Correspondent, Amnalist of December 20, 1915. 


“The bulk of the money which is carrying on the war, and which finds its way 
down through the Government and contractors to the small merchants and workmen 
results in the enforcement of unusual economy upon the wealthy and the middle classes 
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On the whole, then, the surprise is that England has any surplus 
of domestic product or of productive power available for her mili- 
tary undertakings—that, having employed her extensive foreign 
revenues for the purchasing of supplies from abroad, she has not 
also to provide through some sort of government financiering nearer 
5 billions than 23 billions of products from foreign sources of supply 
—practically all from America—and to create somehow in America 
the purchasing power with which to do it. 


(except those concerned in war work, who are many), and encourages unusually free 
spending in the stratum usually most economical. 

“Men from the agricultural districts who formerly earned four dollars a week are 
getting fifteen and twenty dollars from the Government, and men are being paid five 
dollars a day for putting up huts for the soldiers. Annan Bryce, brother of the former 
Ambassador to America, testified that boys who formerly worked for two dollars a 
week are being paid by the government more than ten dollars for carrying the bags of 
government carpenters. 

“A writer in the Daily Mail says: I met a man who, without any previous experi- 
ence as a craftsman, was earning from six to eight pounds a week [$30 to $40] making 
shell cases in a certain Government munitions factory. I am told that workmen in 
Birmingham now drive up to their daily task in taxicabs, and that in that fortunate 
city the shops are doing a trade in expensive luxuries such as has never been known 
before. 

“Extravagant payments to contractors and to buyers and experts who have been 
taken into Government employ is a complaint against the Government levied by many 
business men. Corruption is not charged, but high and wasteful disbursements. 
. . . . The country would not suffer so much from these conditions if it was self- 
contained like Germany and money merely flowed in a circle from the Government 
into the hands of the people, and back to the Government in taxes and loans. But 
Britain is importing enormous quantities of goods . . . . besides war supplies.”— 
London correspondent, Journal of Commerce, November 10, 1915. 

“The office of Lord Chancellor alone, with almost nominal duties, is costing 
$125,000 a year. Lord Buckmaster, recently head of the Press Bureau, is drawing 
the salary of $50,000, while his predecessor, Lord Haldane, and two other former 
incumbents of the office, are receiving pensions of $25,000 each. The two law officers 
of the Crown, the Attorney-General and the Solicitor General, are compensated 
chiefly by fees which amount to about $100,000 for each official.’”,—London correspond- 
ent, ibid., November 10, 1915. 

“ American merchandise generally is very much more in evidence in London than 
it ever was before, it being a very common sight to see in the city truckloads full of 
huge American cases particularly underwear and hosiery.”—Percy L. Guiterman, of 
Guiterman, Rosenfeld & Co., ébid., December 10, 1915. 

“The country is having about the best holiday trade that has been witnessed 
since 1906, and at some centres the volume is breaking all records. This recovery 
reflects the increased purchasing power of the people as indicated by the very much 
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It is at this point that America comes to be directly connected 
with the war finances of Europe and to be acutely interested in 
their methods. As in England, so in America, these methods 
have so far been mainly methods of credit expansion. It might, 
at first glance, seem that our sole protest against these methods 
should refer merely to the shortness of the period during which they 
can avail. Not only does England need to buy, but we are keen 
to sell. It is thus a matter of regret with us if England is pro- 
gressively falling short in her ability to finance her importation of 
goods from us through her export of goods to us. If the war is to 
continue, we must supply an increasingly enormous balance. We 
are interested that methods be devised by which this shall be 
possible, else England must lack the supplies necessary to maintain 
her armies, and we must fail of a market for our goods. Some 
basis upon which England can buy here is therefore necessary as 
the sole basis on which we can sell. We cannot have gold. England 
has sent too much already—too much either for her good or for ours. 
The 300 millions of imported gold in our banks are, in truth, one 
part of our present problem. 

Borrowing in America might solve the English problem, at the 
same time with solving our own. And it is to borrowing that 
England is now turning her attention as her method of getting 
goods through paying for them by issuing securities. Nor are 
there any essential difficulties in this solution of the problem, if only 
the borrowing is conformed to wise methods and is possible in 
consistency with these methods. But, in point of fact, the easy 
financial conditions maintained in England—as on the Continent 
in general—have had the effect of holding interest rates low in 


better condition of wage-earners everywhere and the belief that even better times 
are ahead.” —Knauth, Nachod & Kuhne, ibid., December 10, 1915. 

“The theatres are thronged. The picture palaces are packed. The country 
roads are covered with a procession of joy-riding motor-cars, often in charge of a 
chauffeur assisted by a footman. Many of the shops have had such a Christmas 
season as never before, and lurid stories are afloat of the diamond rings, furs, and 
pianos with which the workers are making the most of the first chance they have had 
of spending a surplus above the necessaries of life. Some few are economizing 
drastically, but they are nearly all folk whose income has been lessened or remained 
stationary.” —Daily Chronicle, London, January 8, 1916. 
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America, albeit they are rising here, as there, for long-time securi- 
ties.. The investing public will not lend—but only the banks. 
No sufficient inducement is offered, or can be offered, to the 
ultimate investor, unless the new bonds are issued at attractively 
high rates of return—and perhaps not even then.? The result is an 
actual and prospective inflation of deposit currency to the extent 
that the loans are not marketed with private investors.3 These 
methods inevitably stimulate a rise of prices in America. The 
harm to the borrowing nations is evident in the unfavorable terms 


: “ Another indication that the Government is striving to delay a new long-term 
loan is the totally unexpected announcement tonight of an unlimited issue of 5 per cent 
five-year exchequer bonds at par. 

“Tt is conceded that British credit at the moment is temporarily on at least a 
5 per cent basis. Any new loan would necessarily have to recognize this situation and 
would for that reason prove highly expensive, since under the terms of the 44 per cent 
loan, instalments of which have recently been completed, any higher rate on future 
issues would automatically apply to the older issue.””—Special cable to the Journal of 
Commerce, December 17, 1915. 

Thus, the financial methods of England in the American money market parallel 
the English methods at home. If any considerable part of the first Anglo-French 
loan has found, or should later find, a market with private investors in America, it 
would be a matter of great surprise. Why the bankers, with their overflowing reserves, 
are freely lending on call at 2$ per cent and on time at 2} per cent, and are yet selling 
securities that net them 54 to 6 per cent, is not readily clear. That in large measure 
they are doing this is not credible. 

“Six months’ loans were placed at 2? per cent last week—a low figure never 
touched before during the busy autumn season—coming at a time when the world-wide 
demand for capital exceeds all records.”—Commerce and Finance, December 1, 1915. 

2 At the expiration of the sixty-day period of the syndicate subscribing for the 
500 million of Anglo-French bonds, the rates at which securities must be marketed 
in England and France find a parallel here. The Anglo-French bonds are now selling 
at a rate to net the investor something over 6 per cent. But, even at this rate, the 
investing public does not readily absorb the bonds. The statement by the Morgan 
house that “over 60 per cent of the bonds purchased by the syndicate were taken 
for investment” should be interpreted in the light of the following comment of the 
Journal of Commerce of December 10: “ Many of the banks and trust companies have 
subscribed to the bonds in large amounts and these institutions are expecting to hold 
them in their vaults as investments. They feel confident that before maturity the 
bonds will be selling at par, and in the meantime they are earning 5 per cent.” 


3 “ A plan is soon to be placed in operation by the British Treasury for the so-called 
mobilization of American stocks and bonds to be used as the basis of a new American 
credit. Holders of these securities are to be asked to make over their securities to the 
Government either in the form of sale or loan. But the chief endeavor will take the 
form of securing the loan of these securities to the Government, the latter paying an 
extra one-half per cent over the regular incomes of the bonds for the privilege.” — 
Journal of Commerce, December 6, 1915. 

“For the third loan, which will be conducted by the government, and is still in 
the incipient stages, American securities of unquestioned worth are being mobilized, 
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at which they must obtain their necessary supplies. The harm 
to the United States is of another sort, but equally clear. It 
makes inevitable a change in the value of our monetary unit, and 
a disturbance of all relations of deferred payment—a business boom, 
a stock boom, and even, as actually, a bond boom—all the evils and 
all the deferred disasters and readjustments that go with currency 
expansion, high prices, speculation, and ultimate reaction. 


That all these evils are manifest in their beginnings it is not 
hard to show: Our per capita of money in circulation has increased 
from $36.40 a year ago to $38.04, as of December 1, of this year— 
an increase of 7.3 percent. Our gold holdings are greater by 16.7 
per cent. Bank clearings this month are running at 52 per cent 
greater than a year ago, and 30 per cent greater than for the corre- 
sponding period of 1913. The cost of living increased in the month 
preceding December 20, 1915, by 3.1 per cent." The surplus 
reserves in the national banks of the country and in the reserve 
system are nearly a billion of dollars. Demand deposits in the 
national banks alone are 1,100 millions greater than in 1913.” 
The completed calendar year will show a favorable trade balance 
of approximately 2 billion dollars. Interest rates still rule low on 
all short-time paper. Bonds are rising in price in the American 
markets while the volume of sales is approaching or passing the 


the government engaging to borrow them from investors and offering a bonus of one- 
half of one per cent on their yield as an inducement.” —Commerce and Finance, Decem- 


ber 1, 1915. 
“What course the market will take in the future must depend largely on the details 
of the Government scheme. .. . . It may take the shape of a loan of securities, with 


interest at 4 per cent above the rate paid on the bonds, the bonds themselves being 
handed over to the Government, which would transfer them. It is believed to be a 
scheme of national borrowing on the security of private property.”—London corre- 
spondent, Journal of Commerce, December 8, 1915. 

t Annalist, December 20, 1915. 

2 “The National City Bank . . . . deposits rose from 260 million on October 31, 
1914, to sor million on November 10, 1915, . . . . nearly 100 per cent. Shortly 
after, something like 70 million dollars of increase came from the proceeds of the 
Anglo-French loan... . . The Chase National Bank deposits rose from 126 million 
to 255 million in the one year. The National Bank of Commerce deposits rose from 
134 million to 246 million. A half-dozen others could be named as having increased 
their deposits approximately too per cent. .... The phenomenon is taxing the 
capabilities of the bankers in regard to finding suitable and proper investments.” — 
Journal of Commerce, December 7, 1915. 

3 Annalist, November 20, 1915. 
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record mark.’ Interest rates for long-time loans, while appreciably 
hardening, are still surprisingly low. There is a marked recovery 
in the volume of trade and in the prices and in the volume of traffic 
and earnings of the railroads. Even in Japan “apparently there 
is a boom on... . just as big, proportionately, as that in the 
United States.’’? So, likewise, in Canada.‘ Silver is rising rela- 
tive to gold.s 


t “The bond market is active at prices that are 4 per cent to 6 per cent above those 
ruling six months ago. Such cities as Kenosha, Wisconsin, for instance, have been 
able to sell their 43 per cent bonds at a premium.”—Commerce and Finance, December 


I, 1915. 
“A remarkable advance in the prices of bonds has occurred during the last two 
months. .... The average gained nearly three points in October, and nearly four 


points in two months. The advance has continued since November. In view of the 
unparalleled war demand for capital, this advance in the prices of our railroad bond 
is surprising.””—Market letter, Warren W. Erwin & Co., November 12, 1915; see also 
the Annalist of November 29, 1915. 

2 “The so million dollar loan by the New York banks to the English banks was at 
4} per cent. 

“A marked recovery in business from recent depression is beyond question. 
It has now been in progress for the past two months and shows every evidence of 
further continuance. Phenomenal bank clearings, abnormal expansion in loans, 
extraordinary gains in railroad traffic, intense activity in the steel industry, partial 
resumption of building operations, and a more active retail distribution are only a 
few of the many indications of real improvement. 

“‘The chief sources of this revival have been in the harvest, the war, and a super- 


abundance of funds. .... Cheap money and abundant credit are .. . . powerful 

stimulants. 
“According to . . . . the Bureau of Railway Economics, the September operat- 

ing income per mile was . . . . 19.6 per cent greater than in 1913. A comparison 


of September, 1915, with the average September of the preceding five years, shows 
an increase of 17.4 per cent.”—Journal of Commerce, December 14, 1915. 

3 Commerce and Finance, December 1, 1915. 

4“Plentiful bank funds, which were the vanguard of our prosperity, are now 
appearing to brighten the future for long-depressed Canada. The Bank of Montreal 
reports its assets of October 30 as $302,988,555, compared with $259,481,663 a year 
ago. Upon the opening of the subscription lists for the $50,000,000 war loan on 
November 22, $17,000,000 was paid up within an hour. The Greenshield’s index 
number of Canadian business activity, based on bank clearings and gross railway 
earnings, reports the month of October, 1915, at 160. 2 per cent, as against the five-year 
average, 1910-14, of 142.2 percent.” “For several months we have traced the course 
in the index as it gradually crept nearer and nearer to the five-year average. It has 
now, at a single bound, passed far above the five-year average. ... . The volume 
of transactions in October in listed securities at Toronto and Montreal has not been 
equaled since 1912.”"—Commerce and Finance, December 3, 1915. 

5 “All forms of silver metal have shown an increased strength recently. ... . 
Last Friday 56c an ounce, which is an advance of 1$c over Wednesday. There was a 
rise of 1}c in Mexican silver dollars to 43c.”—Commerce and Finance, December 1, 
1915. 
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It is, however, the purpose of the present argument, not so 
much to show how far the stimulation through expanding currency 
has already gone, as to indicate the forces implicit in the situation. 
That which has already happened is significant merely as evidence 
of a process which is under way. Further citations or comment 
and authority should also be interpreted in this emphasis. 


“Tt is well to take the measure of this expansion as it goes on, and to note how 
easily the volume of loans has been swollen by $1,000,000,000. The available credits 
and cash reserves of New York will continue to increase, and back of the whole situation 
is the Federal Reserve system, with its resources as yet practically unemployed.”— 
Bulletin of City National Banks, December, 1915. 

“The only thing of which plenty exists is money. .. . . Retailers are besieging 
manufacturers to deliver goods in quantities such as they cannot furnish, exactly as 
the railroads have been besieging the steel industry for equipment which neither 
the mills nor the car shops can turn out..... From the extraordinary excess of 
demand over supply, it is evident that the soaring prices encountered on every 
hand are genuine. ... . A credit expansion of over $5,000,000,000 is perfectly pos- 
sible among the banks... . . High, and perhaps higher, prices will reign for some 
time to come. .... 

““Dun’s says: ‘Each week domestic consumption enlarges.’ 

“Bradstreet’s says: ‘The circle of activity is widening, and is one in which pro- 
ducers’ views as to prices dominate. .. . . ‘ 

“Merchandise is piling up at productive centers for distribution at a rate which 
far exceeds the railroad’s capacity for handling it. They have not the equipment. 
. . . . Current earnings are breaking records. In the circumstances they could not 
do otherwise.””—William C. Ward, Commerce and Finance, December 8, 1915. 

“Merchants . . . . are covering their wants for at-once and spring delivery. ... . 

“Many carpet and rug . . . . mills are sold up, and are withdrawing their lines.” 
—John V. Farwell Company, Annalist, December 13, 1915. 

“‘ Advances in prices of commodities have forced buyers out of their accustomed 
policy of anticipating only the known immediate needs, thus accelerating the con- 
gestion in both industry and transportation. Easy money is made easier by the 
excellence of collections. . .. . 

“Chicago bankers’ . . . . holdings of securities were recently $5,000,000 more 
than at the beginning of September, and nearly $9,000,000 more than a yearago. .... 

“A steady broadening of the demand and increase in volume for municipals, 
public utilities, industrials, and rails. .... Supplies of old seasoned issues are 
low.”’—Special correspondence of the Annalist, Chicago, December 10, 1915. 

“There is room for a much greater recovery. With six months commercial paper 
at 22 per cent—the lowest on record—and with something like $10,000,000,000 of 
unused banking credit—the greatest seen in the world’s history—we look for still 
higher prices for bonds. . . . . 

‘All of our commercial and financial publications admit that a business boom 
isnow on. In iron and steel and in many other lines conditions were never as prosper- 
ous as they are now. Between Pittsburgh and New York the railroads are congested 
with freight as never before. The building trades are gaining rapidly and even real 
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More difficult is it to surmise how far this process of inflation 
will have time to go—much depends upon the duration of the war— 
or to get a definite limit to the possibilities implicit in the actual 
situation here. This temptation to expansion meets us at a most 
inopportune time. The new reserve system, by setting free several 
hundred millions of reserves, gold and other, was certain to inaugu- 
rate a period of expanding deposit credit and of rising prices— 
subject, however, to inevitable limitations through the outflowing 
of our gold reserves to European markets. But the war, with the 
suspended redemptions in Europe and with the inflated paper- 
money prices in Europe, not merely dams up our gold at home but 
sends us more. Our surplus reserves are approximately goo millions 
of dollars. Here alone is a margin of possible inflation of something 
like 8 billions of deposit currency. European borrowers—England 


estate is becoming active and is picking up somewhat in eastern cities.”—Market 
letter, Warren W. Erwin & Co., December 2, 1915. 

“Every British mail steamer coming this way is bringing gold and securities 
in great volume, the latter apparently being immediately deposited with the banks 
as collateral for loans.” —Journal of Commerce, December 6, 1915. 

“The United States Steel Corporation yesterday reported that unfilled orders on 
its books, as of November 30 last, had increased 1,024,037 tons to 7,189,487 tons, as 
compared with the unfilled orders on October 31 last which aggregated 6,165,452 tons. 
These figures are indicative of the extraordinary conditions that are prevailing in the 
steel industry. ... . 

“One of the most remarkable increases in unfilled orders ever reported by the 
corporation.” —Journal of Commerce, December 11, 1915. 

“There is no longer complaint of deferred buying, but of difficulty in meeting the 
steadily expanding requirements. Consumptive demand exceeds supply in some 


“Development of Christmas business fulfils the most optimistic expectations 
. . . . both by the magnitude of the purchases and the preference shown for the more 
costly grades of merchandise. This condition is general... . . Wholesale prices are 
now at the highest level in half a century and the advance has been particularly 
striking in iron, and steel, where activity is unabated.” —Dun’s Review, December 11, 
1915. 

Warren W. Erwin & Co., in their November 12 Market Letter, report, among 
other indicia, the following “prosperity indicators”: “marked advance in wages and 
employment with abnormally high wages for skilled mechanics; better demand for 
domestic dry goods than at any time since 1906-7; rising tide of traffic, increased 
demand for cars and ships, remarkable expansion in telephone and telegraph earnings; 
high and rising prices for commodities; enormous expansion in banking loans and 
deposits, made possible by ‘the inflationary workings of Federal Reserve banking 
system’ and by record imports of gold.” 
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and the allies of England—are menacing an enormous solicitation 
of the banking accommodations made possible by these redundant 
reserves. And not merely this, the note-issue functions and the 
discounting functions of the new reserve system are equally avail- 
able for additional expansion. The present gold holdings of the 
system ($482,800,000) would permit of rediscounts to an outside 
limit of over one billion of dollars. The deposit credits derivable 
from these would, in turn, furnish to the member banks reserves for 
an expansion of deposit credit to the extent of approximately 11 
billions more. Bearing in mind that our present total of money 
and of demand deposits in circulation is something like 113 billions 
of dollars, we may make some vague estimate as to the general 
change in prices which would accompany the extreme of inflation 
possible in the present situation. 


It must be taken as certain that, if the war is to continue, and 
for so long as it continues, the pressure for inflation in this country 
will be well-nigh irresistible, not only on the part of Europe to 
borrow, but on the part of our banking institutions to utilize their 
otherwise idle reserves. And with the derivative rise in prices 
of products the margins of gain in business must grow wider. 
Therewith must go, not only increasing demands for banking 
accommodations in the extension of business operations, but also 
higher prices upon corporate securities—through the increasing use 
of which as collateral further expansions of currency are inevitable. 
It is, therefore, a matter of extreme regret that, in conditions like 
these, the new reserve system, admirably adapted to furnish the 
element of elasticity in periods of financial strain and of contracting 
credit circulation, lacks all adjustments for stemming the tide 
of inflation when strong forces for inflation develop. Its present 
best service would lie in?bringing about in some way a loan to 
England and France of these redundant supplies of gold, which, 
if employed as reserve material, must make inflation certain. 
Whether, then, one shall incline to deprecate the foregoing analysis 
as unduly pessimistic in tenor, or rather shall rejoice in its forecast 
of imminent business boom, is not greatly to the present purpose. 
The facts are evident enough, and the various interpretations of 
these facts sufficiently emphatic. 
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It is, indeed, quite beyond question that a business and specu- 
lative boom is in progress. No difference of opinion really exists 
as to this aspect of the case, but only as to the attitude to be taken 
toward the facts, and as to the policy to be adopted in view of them. 
For my own part, I hold the definite conviction that the methods 
of war finance which England is pursuing are equally disastrous 
for her own and for our interests. And not merely this: I hold 
even that, from the point of view of our long-time welfare, we 
should better forego the sale of goods to Europe than to sell these 
goods upon terms of so great disturbances to all relations of price 
and of deferred payment—so dangerous also to our financial and 
industrial future. 

But there is, in fact, no need that these alternatives be pre- 
sented. If England’s purchasing ability in America is to be main- 
tained, the first resource should be the sale of English securities in 
the American market. It would result merely that English bonds 
would replace American securities in the hands of the English 
investors, the credit in America obtained by the proceeds of the 
sales being placed at the disposal of the English government for 
use in its American purchases. On this basis small harm could 
result anywhere. American products would be favorably marketed, 
and England would purchase them at approximately normal prices. 
On this basis, also, England’s power of financing abroad its mili- 
tary needs would last as long as its supplies of marketable securities 
should permit. It is true that this selling would probably depress 
the price of securities, even though the process were made as 
gradual as the necessities of the case would allow. But in some 
way—and in worse ways if not in this—the necessary purchasing 
power in America must be obtained. It is important that the 
foreign supplies be secured by methods which do not discourage 
frugality in England. England as an easy and profligate borrower 
is merely the other aspect of England as a careless and imprudent 
consumer. Domestic waste makes it only the more clear that 
England’s ultimate victory must depend upon the wisdom of its 
financing, its economy in the employment of its credit resources. 
On any other basis England’s financial exhaustion may easily 
antedate the economic exhaustion of Germany. 
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It must in fairness be said that England is slowly coming to 
some obscure recognition of the fact that whether, on the one 
hand, easy borrowing has been used as permission for generous 
wages and high consumption, or whether, on the,other hand, the 
necessity of high wages has compelled the easy borrowing and 
has made possible the high consumption, it is in either case entirely 
certain that a standard of consumption high beyond precedent is 
not a practicable basis on which to support a colossal war.’ It is 
true also that beginnings are being made toward increased con- 
sumption taxes—an excellent plan in mitigation of the evil of 
prodigally generous wages paid by the government, if at the same 
time no other remedy is possible. Attempt is also being made 
to intervene between the laborer’s receipt of wages and his spending 
of them by persuading the wage-earners to invest in government 
bonds in denominations as small as £1. The net result so far is, 
as we have seen, practically failure. Success indeed might not be 
greater, even were it the financial policy of the government to make 
the rate of interest attractive. The English industrial system 
has scantily fostered the practice of thrift among the English masses. 
Hand-to-mouth habits of living do not lend themselves readily to 
the necessities of a policy of national parsimony. 

Nor is it precisely true that England has entirely failed to recog- 
nize that in its holdings of international securities lies its chief 
fiscal reliance. But this recognition arrives regrettably late. Had 
it come earlier, England might have avoided its price inflation and 
its suspension of specie redemption. Banking would have been 
relied upon neither for the maintenance of low interest rates nor 

« “Circumstances have caused the rate of wages in many directions to rise to an 
artificial level, and it is this situation which is causing the most serious anxiety... . . 

“The greater part of the expenditure on the war is being provided from borrowings. 
Every rise in wages must increase the amount of those borrowings as the cost of the 
commodities required by the Government is bound to advance . . . . a vicious circle 
sending up prices in all directions, so that in the end the country might find its obliga- 
tions beyond its capacity to bear, and more especially if those who benefit most from 
the heavy expenditure do not return a fair share of their income to the Government 
in the form of loans... .. 

“Tt is to their own interest quite as much as to that of other sections of the com- 
munity that the working classes should realize this simple economic fact and refrain 
from demanding any further increase of remuneration.”—Amnnalist, December 27, 
1915, special London correspondence. 
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for the absorption of public securities. Conditions would have 
been allowed to establish themselves in which the sale of foreign 
securities by the English holder could have appealed to his business 
interest. The funds so made available in America for govern- 
mental purposes would have been exchanged by the English 
investor for English war securities. 


Nor even now have the directors of English policy rightly learned 
their lesson. They have it still in mind that the proper use of English 
holdings of securities is as collateral for banking accommodations in 
America.’ If, as the 500 million loan in America indicated, the Amer- 
ican public will not purchase English bonds at a rate of 5 per cent, 
there were doubtless good reasons for thinking that it would not pur- 
chase them at any rate within the realm of practical consideration. 
Thus, it was believed that the use of English securities must be the 
next resource. But howtomakeuseof thesesecurities? Theaccepted 
policy has been that they be used, not for sale, but for collateral. 


On the whole, also, American opinion regards favorably the current and the 
prospective methods: 

“Tt is not difficult to see evidence of a connected, well-defined policy of handling 
the acute sterling exchange strain. The first link in the chain was the arrangement of 
the $500,000,000 Anglo-French loan, for which no security at all in the form of col- 
lateral was given. The next link was the $50,000,000 credit by American banks to 
English banks. For this British war bonds to the amount of £11,000,000 were de- 
posited as collateral. Having obtained these large amounts on favorable terms, 
recourse is now, as a third link, to be made in sums as required for additional loans on 
the basis of the very best collateral that American banks and other lenders will ask.” — 
Journal of Commerce, December 15, 1915. 

“It is believed in financial circles that the Treasury expects to place an unlimited 
amount of the new bonds on sale... . . The reputation of Reginald McKenna, 
Chancellor of the Exchequer, has been enhanced by his plan to make use of American 
securities for borrowing purposes.”—ZJbid., December 17, 1915. 

“A novel experiment, but a very practical one.” —Annalist, December 20, 1915. 


There are, however, occasional voices of protest, of uneasiness, or of warning, 
both in England and America: 

“Our supply of banking funds, however, has become so swollen by the unnatural, 
politically forced flow of gold from Europe to the United States that there is a possi- 
bility of unhealthy inflation of both speculation and trade.”—Annalist, December 20, 
1915. 
“‘James B. Forgan says that the present movement in business will continue so 
long as European nations . . . . can settle for their purchases from us by shipping 
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Following close upon the half-billion dollar loan, the London banks 
arranged to borrow 50 million dollars from the New York banks on 
the security of 11 million dollars worth of bonds of securities de- 
posited in trust with the Bank of England. The further step, now 
in contemplation, amounts essentially to the same thing. The 
government will hire of English investors their American securities 
—or, it may be, will exchange English bonds for them, and use 
these securities as collateral for further banking operations in 
America. 

These methods, it is true, may easily attain their specific pur- 
pose, if only America through its banking interests is disposed to 
ratify this sort of financiering. That the result must be a constant 
rise in the system of prices at which the English must purchase 
need not, of itself, greatly perturb us, so long as it is satisfactory 
to the English and effective to furnish England with its necessary 
purchasing power in our markets. Nor is it directly a serious 
matter that we sell our goods at high prices so long as we can get 
gold promises for these goods and adequate collateral for the 
promises. But it is infinitely serious that all of our domestic busi- 
ness must share in the consequences of the rapid upward movement 
in prices that must attend these methods of war finance. To some 
of us, also, it is serious that this is for England a policy of incredible 
hazard, and most unfavorable to her ultimate fortunes in war. 
It is not only a policy which is most expensive while it endures, but 
one little likely to endure for that long period of war which English 
gold, returning our securities to us, or by arranging deposit credit with us. Large 
surplus reserves are making further large expansions of business and of banking credits 
both possible and probable. My fear is . . . . a violent reaction when the war is 
over.” —Journal of Commerce, December 6, 1915. 

“Tt must be the aim and the duty of the Federal Reserve banks to counteract 
violent fluctuations of interest rates and to keep them as closely as possible to normal; 
they must freely use their lending power when rates rise beyond fair and healthy levels, 
but withdraw their funds and arrest, if they can, a movement which would lead to 
excessively low rates such as would be apt to bring about a dangerous reaction.” — 
Ibid., December 11, 1915. 

“The amount of gold in the United-States is now so colossal that the additional 
importations may lead to wild speculation, and it is undesirable in everyone’s interest 
that a still greater amount of gold should accumulate in the United States.”—Sir 
George Paish in interview already cited; see also J. A. Hobson, in the XIX Century, 
September, 1915. 
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authority has, from the beginning, foretold. And not merely is it 
a policy in which we can co-operate only at a constantly increasing 
harm to ourselves, but it is at the same time a policy which must 
at some point reach its limit—a limit on the further side of which is 
the probability of a great disaster. Nor, indeed, are we safe in 
assuming that the reaction will be postponed until the point has 
been reached at which our credit system is bearing its utmost 
possible strain. Any reversal of England’s financial policy—e.g., 
a belated attempt to sell its securities under pressure in America— 
may precipitate a sharp reaction in our credit and financial markets. 


I hold then that the present situation is acutely menacing. I 
do not, however, believe that it has in it no possibility of remedy or 
of palliation. But certain it is that neither is in immediate or hope- 
ful prospect. Primarily the dangers are those of England’s 
financial policy. England may change this policy—as must be 
the devout hope of those of us who believe that only with the 
triumph of the English cause is there the hope for us of escape from 
the nightmare of militarism or the promise of worth and endurance 
in western civilization. 

Not so encouraging, however, in default of an English change 
of financing policy, is the prospect of adequate measures to be taken 
in America. I have already noted that our banking system affords 
the necessary unity of action by which to provide against the 
dangers of contracting credit. But the system is still separatist 
and chaotic for all purposes of resistance to expansion. With the 


With the proofs of this article in my hands, I clip the following: ‘WasHINGTON, 
Jan. 21.—A committee of the American Bankers’ Association has proposed the re- 
tirement of the existing 347 million dollars of United States demand notes commonly 
called greenbacks. The proposal is to pay out the 150 million gold reserve held 
against these notes and exchange the remaining 197 million for United States Bonds. 

“The object of the proposal is to set at work a process that will offset the 
expansion of the currency. 

“The total amount of money in circulation and in the banks January 1 was 364 
million more than a year ago. All the increase and more was gold or its equivelant. 

“More than 200 million of federal reserve notes have been put in circulation but 
all except a few million merely displace gold and does not represent inflation of cur- 
rency. Some bankers, however, fear that ultimately the federal reserve notes will 
furnish a dangerous inflation.” 
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generously abounding reserves of the thousands of competing 
banks, it is not easily credible that any large number of them will 
refuse to expand their operations in face of the practical certainty 
that other banks will so expand, and solely through the conviction 
that it were better that none of them should. It is, indeed, possible 
that a vigorous and definite campaign of resistance on the part of 
two great financial powers in the country—the Morgan and the 
Rockefeller groups, with their affiliated banking and insurance 
interests—might avail, by force of dictation and by leading of in- 
fluence, to achieve the necessary unity of banking policy. In fact, 
however, both of these groups appear to be fully committed to the 
opposite emphasis—one of them, indeed, the well-authenticated 
agent of English financial policy in America. And yet it is true 
that all financial institutions—businesses whose net assets are 
money or the right to money—stand especially to lose by the 
present policy of currency expansion and of the depreciation of the 
standard. Only with savings banks and insurance companies are 
the losses likely to be greater than with the commercial banks. 
The adoption of better methods is, however, simple enough, if 
only the disposition exist. ‘The issues of war securities could well 
be handled through a great guaranty association of adequate 
paid-up capital and with still larger contingent and secondary 
liabilities. Under the guaranty of this association, for which the 
payment could be generous, the bonds of England and her allies 
would find an unlimited market in America, and find this market 
under conditions involving no serious dangers of currency inflation. 


H. J. DAVENPORT 
UNIVERSITY OF MISSOURI 








AMERICAN SECURITY PRICES AND INTEREST RATES 


BY MONTHS, JANUARY, 19:3, TO DECEMBER, 1015; 
BY YEARS, 1890-1915 


In May and July, 1910, April, 1911, and June, 1913, the Journal 
of Political Economy has published certain index numbers of the 
prices of common stocks, preferred stocks, and bonds, together with 
tables of bond yields, discount rates, and interest upon call loans. 
It has given all of these series by months, quarters, and years for 
the period 1890-1912. The present paper carries forward the 
monthly and quarterly figures from the beginning of 1913 to the 
close of 1915, and also assembles the annual averages for the full 
period of twenty-six years now covered by the tables." A second 
paper, soon to follow, will discuss the special problems met in efforts 
to measure fluctuations in the prices of stocks, compare the leading 
index number here presented with the familiar Wall Street Journal 
figures, and provide several new series designed to serve uses for 
which the index numbers now available are ill-adapted. 


I. THE INDEX NUMBER OF COMMON STOCKS 


As said in the latest of the preceding articles, 1912 was a year 
of marked revival in general business, but of hesitation in finance. 
Statistics of mineral production, railway earnings, clearings outside 
of New York, foreign commerce, and the like showed substantial 
gains; commodity prices rose rapidly, and as a whole the farmers 
harvested excellent crops. All the increasing activity in industrial, 
mercantile, and railway circles, however, roused but a faint response 
in the financial markets. At home the uncertainties of a “presi- 
dential year” ended in the election of a Democratic President, 

* Concerning the materials and methods employed in compiling the tables, full 
explanations have been given in the first three of the articles mentioned above. Vol- 
ume and page references to the article of June, 1913, are inserted in the present paper 
to show upon what tables for 1910-12 the extensions for 1913-15 should be spliced. 
The latter article, in turn, contains similar references to the original tables for 1890- 
190g. All of the figures, descriptions of methods, and analyses of results covering 
the years 1890-1911 are brought together in the writer’s Business Cycles, pp. 140-214. 
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House, and Senate, pledged to tariff revision, banking reform, and 
trust control. Abroad the first Balkan war broke out, the European 
bourses fell into disorder, the money markets became stringent, and 
foreign liquidation in American securities assumed large propor- 
tions. Stock prices did indeed rise in New York between February 
and April, but thereafter they wavered uncertainly until November, 
and then closed the year with a sharp fall. The volume of stock 
sales was a trifle above the level of 1911, but it remained smaller 
than in any other year since 1808. 

The new year brought new grounds for distrust. The Balkan 
peace congress of December failed, the war against Turkey con- 
tinued until May, and was succeeded by the war between the 
Balkan ‘allies, which lasted until August. Meanwhile large in- 
creases in the military establishments of Germany, France, Russia, 
and Austria caused forebodings of a greater war. The Huerta revo- 
lution in February, followed by the Villa uprising, threatened to 
involve the United States with Mexico. Domestic politics were 
scarcely more tranquil than international politics. Not only a new 
President but also a new party came into power in March. Mr. 
Wilson at once called Congress in special session, and all through 
the spring, summer, and autumn new tariff, income-tax, and bank- 
ing laws were under discussion. The weather, too, was bad. 
While the wheat and cotton crops were fair to good, corn and oats 
suffered seriously from heat and drought. To the depressing 
influence of these non-business factors there was added the recession 
of business activity in Europe. The season of prosperity which had 
begun about 1910 passed its zenith in 1913, and developed the usual 
symptoms of tension in the financial markets. 

Finance and general business may pursue opposite courses for 
a time, but not for long. The revival of American business had 
gathered considerable momentum by the end of 1912; but the 
unfavorable developments of 1913 sufficed to check it. The finan- 
cial markets felt and passed on the effects of the wars and rumors 
of wars, the effects of the pending changes in legislation, and the 
effects of crop shortages at home and financial stringency abroad. 
As the year wore on, it grew increasingly difficult to raise capital 
by selling stock or issuing bonds; commercial discount rates ran 











JOURNAL OF POLITICAL ECONOMY 


128 












































goz 6g1 zgI 991 gr 691 6L1 Sgr eee eee eee eee eee eee eee ee ee S161 
vor zSr wlr 19g! $61 gr Soz 161 ee ee ee ee v161 
ooz 6g1 gor 961 VIZ 661 Lez vic eee eee ee ee ee ee ee | €161 
gbz vtz 1Sz 6fz £Sz ovz Sz 1fz ee eee ee ee ee z161 
31H | acy WH aoy WH “oy qtH aa | 
zayENH FN] zaqyVNd) PAGL JayNd pucseg wend ISI J 
SaaLavnd Aq 
ogi gr gr eli SORE EEE HEHEHE EEE EEE E HED S161 
git I gr clr eee ee ee | v161 
goz I ziz GOR ji— Jee eeteereccesevesesesacescoseressccseres €161 
tvz 1 Oz ote ee ee 7161 
a3edAy praids elise MOT 











Sava, Aq 











(IXX ‘Kuouorgy poouyog fo pousnos ‘9-108 -dd uo sajqe} sonunuod) 


Oo! =66-06g1 NI SH0I%g TVALOy aOvaaAYy 


“SNVZQ, OLLANHLIY 


$1-£161 ‘SHINOJ{ GONV ‘Saalavond) ‘savaA AM SHINVANOD NOILVLAOASNVA], ALAOJ NI SHOOLG NOWNOD 40 SAA AALLVIAY AOVAAAY 


I ATaVL 





O1Z9Ua}UOPY WUTeSe s} 914} ULLIISNY 19A0 pus 
Je 9yNdev suUTeIEq MOIsUS} SEUIO[dIp ynq ‘yUOUT 
ut Ajreo poxejer odoma ul uolsua} [eDueUg 
‘Jayvem saoud uom-Zid Susurery Avmyrel Jo sadem 
pestel prvog uoNeIyIqre ‘soz¥1 4SaJ9}UT JOysIY 
78 SITFLINDES MIU JO SNsst 9B1e] {sy][Iq X¥}-9UIOOUT 
pue pire} Suueprsuod uorsses BI}X9 UT SsoIBU0} 

BIsny pur ‘vissny ‘souely 
‘AUBULIOL) Ul S}USUTYST[Ge}se ATER JO asvaIIUT 
{uOpuoy pue UlpJIg Ul ures [eNuLUY ‘saze}s 
yeseaes Aq possed sme ,,A¥s-on]q,, PUe MoID 
-TINJ ‘ssaiZu0g Aq AB] UONeNyTY A -TeosAyg 
‘389M 2[PPHY Ul spooy pue spurs snonsestp 
‘parp uesioyy ‘q ‘{ ‘poyeindneuy vos Wepised 
OOMKIPT Ul UMOIGIIIAO JUIUTUIZAOS OIBpeY 
{syueq YIOA MON JO dArosaI snydins ul suTpep 
tazrey Aroa SBurasrvs Avayrel apes} [9938 ul sJap 
-10 MIU JO sUIPep ‘Aasiof MIN Ul pozeUa SMP] 
3SNI}-HUy WIAVs [MB] 4SNIj-HUY 94} Jepun suon 
-noesoid MOU feIIAIS JYZNOIG yersUe+)-AIUI0}}Y 
AS¥2 JOAIVUI FIO 
MON ‘adoing ut sjoyreur Asuour 343m {poumnsaz 
rem ‘poprey aouarayuo0d aoved uRyeg ‘!Me] ysNI3 
-uy jo uoneoydde oq} Zuruaprta suOIsHep 7N07 
suisidng ‘ssoursnq premo} AdTOd [eorpel ys¥d 
910} 03 34ZNoY} sayseeds S,UOSTI A 399]e-JUEPIseIg o°1lI— fe'e : er $f 





SIETJOC JO SUT | {UID 39g 
“THA Ut pjo jo 

ns xq 40 
LEWXEVAL XOOLS AHL ONILOGAAY SINZAY LNTEAAD (+) syaoduly yeN 


-Burusn, L peaids qa 











. 
BS 
& 
= 
= 
~ 
Fs 
Re 
: 
P| 














SIPOIS JO SAY BHTPPY 























JOURNAL OF POLITICAL ECONOMY 


130 








PoxUpal $727 
-rew uvedoing Ul uTeI}S repavus {popua $3387S 
uvyeg useMjoq Ie@M ‘s}oOnpoid js03s jo sooud 
UT yNd foorKayy YIM W1BUOD jo yDedso1d Zunainb 
-stp ‘sdosd 0} aBeurep JoyjINJ pip JqBnorp pure ywoyzy 
gouel,y pue Aureus ut 
pezuoy ne sore Zurpueys jo asvaIuT ‘Zurmo1s 
OXI{ Ul IIpIOSIP ‘JUWIEFeULUT UIABPT MIN UO 
Hodas UOISSTUIUIOD) BDIBUTUIOD 938}S19}U] ‘sansst 
puog mou Zunvog ut Aynoyp {3qZnozp uo 
aZeurep-doid ‘pajy9A¥ A[Moseu S10}INpuoD ABA 
-[te1 JO ayIa}s fSyUeq YZINgGs}z1g 9318] Jo UOTsuadsNs 
pezyeioulep sasueyo 
-x9 yoo}s uvadoiny ‘uvZeq soyye uvyTeg usaM} 
-0q em ‘{Adua1mnd AduaZIOUIa oNsst 0} polayo 
Copy *paonporjul [Iq Suyyuvg ssss9y 
Jeispeg ‘fuonesnsesaut uv paestuoid ynq ‘eased 
QUBAPY-I4S3Ie1q Usados 0} pasnjal UOTSssTUIUIOT 
QOISUTUIOD 9}BISIOJUT ‘{sozBI J}vISIOJUT qin} 
-Stp 34 3rur Asay} asnes0q pryeAut 9383s B Aq paquios 
-aid sajze1 ABMTeI BIB[IEp 0} posnjal 71N0D suraidng 
$9381 
uvyeg SZuoure pedojasp uonouy 3nq ‘pouzis 
Ady], YA voved {ye} MoU JO JUSUT}IVUa UO 
Poonpel 19M SeBVM JT UOTJUIAIOIUT JUOUIUIBAOS 
pouszve14} S}e190UING JUaUTMIOId ‘sadtId [993s Jo 
Butusyvem JoyyNy Sdrysisaraded “YY Oospuvly 
ues ® SInoy “3G ‘pusplAIp poonpal udARET MON 


64 — 


Sze'z 


Sz-z 


Sz‘z 


SLiz 


1s see eee eee tI Soz 


9°6 “UI gt Soz 


$:s cee eeeees 11 €1z 


L61 


£61 


Lg 


zor 


eee *4ysn3ny 





LaWaAV|T AOOLS AHL ONILOAAAY SINAAW INAAEND) 





SIBIOCT JO SUOT 
“THA Ut pjep jo 
(—) syodxy 10 
(+) spoduly 79N 


qa 19g 
soqvy 
aeoT-11%) 
aBVIZAY 





pros | -Suyuiny, | Pts | ue 











aot 











$4P0IS JO S91g OAIILPOY 





SHLNOJY AG 











panuswod—T TTAV.L 


BS) 
w 
= 
= 
<x 
2 
> 
MN 





ysoraqUT Payne; 
“op COMKaAL ‘PUePIAIP BI}X9 porwpPep IgDeG 
uomp ‘uonnsesoid popioae yor aonsnf 
JO JUoUT}IVdaqy YIM JUSUIZOIZe poydeel UsALT 
MIN ‘sanLNdes 10} puvulep jusur}seaur AAvoy 
0} pe] SBS Psy oy) pue edoinq uy asvo 
Areyauour jo Jusudopaaap ynq ‘peaidsapra usu! 
-Ao|dureun pure [Teuls ponurjuUos ssautsngq jo sumNyjoA 
QSIOM 0} PEG UWOIJ JUIM OOTKIPT JO SITeye 
Teurszur {s31N0d 94} VpIs}no AzI YshI}-HUYy Jepun 
Suns Zurp330s Jo Acyjod uonersturupe ue poze 
“Iput ‘o- suoydajay, B ydesFaja], weopeurY ya 
qusutseise ‘possed 33" aAlesoy yelopey ‘peg 
-tsua}ur JuowAo;dweun pue uorssaidap ssoutsng 
punoiZ Zurured 
$3010} BIA ‘YO Wayorq vyNy PIA suoney 
-oZ0u ‘{ysn1y, SIojaMef pue ‘OD ued UBOHOUTY 
ysureZe poyy s}ms Tetopay ‘s1ozerzIqre Aq sodem 
Ul BSBoIIUT UL PozJUBIS A10}11I9} UI9}S¥O UT UsUT 
-UTeI} pu sIOJINpuoS Aempres fyWUOUT Jo pus pue 
Suyuuysoq 3@ Saarasal Ul SINYIp pey syueq JOA 
MIN ‘AuvulIey ut Ajrepnonied ‘adoinq pue 
$3}B}S Po} UI SSoUTSNq UT UOTSS9d01 pooUNOUOIg 
possoidap adoing ur sjoyzeur yUsUTSIA 
“Ul {yeORNLD suIBeq UONENS UBIKa;_y ‘sjuI0d 
JIATY UNOsstpY UI9AJ9q S9SBoIIUT JOUTU pozUvIZ 
qnq ‘uonesnseaut ue Zurpuad sasvaisut popued 
“SNS UWOSSTUIUIOD BoIIUIUIOT J3RISIOIUT {s9}zeI 
JO asBelDuT 10} sonber Mou ‘sAemyrel Jo SZutTurvs 
yeu jo supep ‘passed s[iq xv}-ourooUl puke yuUey 
Joys sdosd ysour jnq ‘usyorq WyZnoIp *,,3sNIy, 
[POD-PI¥H,, 34} JO WORHN[Osstp popuvulop Oo) 
SuIpeay ysurese yims peropoy {,,Ajoyes 10 9ouvU 
-¥ JOTI 0} se poyNsnf jou sem,, JUOUIOZeUEUT 
Ul BdUSPFUOS Jey} PIrepPop WoALFT MON UO 310d 
-31 WOISSTUIUIO?) IDIIUTUIO) 93BISINIUT ‘ssaIBu0d 
ur ssoiZoid pidei opeur sqjiq Zurqueq pue guy 


























‘+++ senuef >161 


* * JaqUIZAON 


**gaquieydag £161 











JOURNAL OF POLITICAL ECONOMY 


132 








BBVIIAT DAOGE IV} UONIPUOS Joy M-19}UIM fapes} 
JO 20uRTeq BIqQuIOARUN Ue 3J2] $}10dxa jo UTEP 
‘sepunses UBeUTY JO Zuyjes use10} ‘vissny 
pue ‘souely ‘puyjsuq uy uonepmby [epuvug 
puesamnjres ‘suoissas sq} UeFaq sIOVBIPIUI “3D g'V 
Ta OD Sy es Paes Cy 
“W0D “AY  Seecenie *9¥LTIS OPB1OIOD Ut ,, 9]3F2q 
MO[pN'y,, ‘pessaidsp opes} jooys ‘sapunses 
ueousuTy jo Zuyjes uvadomny ‘qjuoul jo pua 
ye sramod ‘O'g’y Aq uopussrszul ‘pouszeary3 
ONXIT YIM JVM ‘znID BI9A 0} JIS souLIEHY 
Wy8uq syed 
~soid jeoym JojUIM ‘fuondulsexe-s]jo} vureueg 
yO yeodel popusurmioce: juspisag  ‘urese 
pesssidap spur} joo3s ‘poZreyosrp seeAojdura 
Aemprer Aueur ‘yeyides ysory Suryoos sAemyjres 
ysurese psd10jUs SUOTIPUOD JusZUTI}S ‘spueptATp 
Aemprei JO suorsuedsns 10 suormINpel snossuNN 
OOrMKayy 0} SUITE JO 310dx9 UO peAouTel OF1eq 
-wia {yueAongq Ss2] $}oyIVUI JUIUTISAAUT UvedOIN| 
fulaqySAS 9AIISAI [e19pIj polsjus syueq PeUOTeU 
ye Aypeornoesd {s}20dso1d j203s uy JusuaAcIduT 
[988d DOUBAPY-9}8Y UO UOTSep JIOU! SY}UOUT XTS 
JO} pouodysod uwolssturMI0s sdJ9UTUIOT) 9787819}U] 


6't1— 


re + 


eS + 


6S — 


gl't 


fg'r 


16'1 


gl'1 


id eee eewee 


6°s ee ee eeee 


co | “xe 


v1 


II 


er 


$61 


gi 


$61 


“+ Areniqag b161 





ISWAVIY AOOLS AHL ONILOGAAY SINAAY LNAWAND 


SIBIOT JO suoT] 
“1A Ut plop jo 
(=) xq 10 
(+) syaoduy 79N 


qs. 19g 
soz8y 

uvoy-[[2D 

a8vivAy 





SuOTTTA 





syayog 


pres | -Buyumny 
sareys Jo 


praids 











an] 








SYPOIS JO SII BNI 








SHLNOW A 











panusuod—T ATAVL 


“poyse pur prq Ajo8s0j ‘of AINf jo sao12d Uodn paseq saNSy ‘posop> aBuVGITY YS » 





suotsued 
“SNS puv SUOT}ONpel puspiarp Auvul ‘passed pq 
UOSSTUIMIOD VWpBl], [elape,y ‘pourz0y food pjos 
ooofooo‘oorg fooo‘ooo‘ogg JO JUNOUIE 0} pvolqe 
Zupmnjzeur suoTyesyqo s,AjI) YIOX MAN JO JuoUr 
-Aed yooyopun 3zeo1puAs £S9}81S pou 943 pue 
puysZuq Ul suoTIpUoo pePuBUY [eULIOU jo UOT}eI 
-0}S91 PIBMO} SsolZ0ld pidel fasio 94} pu¥ susty 
9Y} 0} Yoeq pjey Suvurses) ‘fourep_ 9y} JO a3eg 
A10}LII} [VIJUID UT S9}zBI 
VYqreIj UI DUBAPe PozTUN] poyueIs UOISssTUIUIOT 
VIIUIUMIOT, 9}BISIOJUT ~‘{pezZOyINE sazBOgTII0 
UL] BNoYy-SupwIpD ‘S9}8IS PoITU/) OY} Uy ponssy 
Adueim ) AduaZisua ‘suvg jo sepa o$ uA 
sem AULIG UeULIDS) YJUOUI aq} JO pus Aq ‘ulI0; 
QUIOS UI BUOJVIOUI PolepPep suoNeU uvedoIn| 
yeaid ye fyyh oy} Aq rem 38 puepsugq pue ‘und 
“Pq ‘souvzy ‘Aueutlan ‘essny ‘eiAleg “euysny 
yr ayy Aq pasop s97BIg powUy 
24} pue sdoing ut saZueyoxe sonpoid pue 403s 
yuvjziodun jye fyygz ayy Aq a]qeqoid pourses rem 
uvedoing ‘pfz 94} UO BIAJaS 0} WIN} BUN Wey 
-sny ‘q3$1 94} UO pousisal ByIeNyy ‘pouopueqe 
UONeZUeZIOII PURS] Poy ‘oyhmeg unos 
“SIX 10} drysiaAtader Jo sown SuoTNeIysTUTUpE 
-[eul posreyo usaey MON uo 710dal UOIssTUIUIOZ 
QIIUIWMIOD + IBVIsIOJUT ~«‘fpous}eeIy} sABmMTEI 
WJ93}SIM UO WIUIIIY re SI99UIZUE JO ALS SusuI 
SsouIsng JUSUTUIOId YIM VdUaIIJUOD S,jJUSpIseg 
qisz ou 
UO °OD UIP “A “H PUe Hzr 343 UO pojrey queq 
Ofer) B foorKay_ Ul JusWIETIes & ZuNIeya 
qynoyyiM poumofpe sioj}eIpeul ‘Qj gq'y ‘si0u 
“18> WOUTMIOD souT] odid [Io ppey pue saze7 19A0 
UOTSSTMIUMIOT) BOIIUTUIOD 938}SI9}UT JO sIoMmod 
@PIA PoUlIyye suoIsHep jinod sureidng ‘sonsst 
Ayunses Avmirer o}epnFe1 03 [Iq pue TIq 3sn 
-ue passed asnoxy {ponunuos syiodul jo ssaoxq | © hr— ; : $306 9 + ioe 


| 


. 
BS) 
& 
= 
= 
~ 
a 
5 
™ 
5 
3 









































JOURNAL OF POLITICAL ECONOMY 


134 





“SIETNON|D ,S194OIq Wo} Pordaos sao2d Poyse pu pq Yodn peseq somnfy ‘peso; uKPTY POS » 





[nyedoy yuswHUeS 
ynq ‘pe}oLjse1 ssouIsnq JO sUINJOA ‘uOUTUIOD 
uo puasplAlp S}1 passed “0D ]901$ ‘S' ‘pung 
uvO'J-00}}0D Jopun suonvoydde maj ‘paayos 
“SIP [00d PION *3OX MAN Ul poyenosou ow 
pure s}1peid a ee et ‘suoyyrm z£1 Aq 33 
Ul BUTPI9d0Xx—I $}I 

MOT Saord 
pue [feus ponunuos won onpoid ynq J974q2uq 
syedsoid Ja038 ‘semrpouruios AAvay uTe}199 uO 
3daoxa asevaIduI yua9 Jod $ pojuelZ uorssturUI0; 
QIU) 9}VISIZIUT SIsVd 39381 JO BZuLIvayoI 
uo {y3Sr 94} UO paAoural SUOT}IIIISAI ‘YIZI 3y} 


UO aBuLYyIXY 40} UO poumNsal $4038 Ul SZurpeaqy 


suotsuadsns 10 suo dnpel pusprAIp 
Joy}INJ {s9}eI JO asvasduI poysonbor sAvmyreI Wd 
sam {suorde]9 Ul puNold 4so] S2ATSSAIZOIg pue 
sye10ulag] ‘gz JequIZAON poulnsel osueyoxy 
401g UO spuog UI sZurTeap ‘oI JaquIaAON aBueyd 
-xq 03309 ‘ZI JOqUIBAON pouedool joyIeUT 


qind 410% MIN ‘ponurnuos yuowsAoidun peueursz 


14 3sNy-HUy snqwuuQ uozABI ‘send ysry 
ye Zuyjas sdord uresZ yuapjaoxa ‘siajzue{d 007300 
Zuoure ssoijstp ‘1ed 0} pouroep aZueyoxe Buy 
-1938 ‘ueZoq S9}VIYII URO] BsNOY-ZupeePD pue 
AduaIND ADusZisuUIa JO JUsUIIITIAI ‘saAtosaI snyd 
-INS [e1IqT] PeY syuVG YIOA MIN YIUOU! jo pus 


Aq ‘aouvig pure siapury,y ut yoorpeap ‘joj diamjuy 


X9 PAMOYs 7UIUIIIEIS Jaquiaa(y 


co + 


v'bh— 


€1'z 


gt ft 


v's 


pesoy> 
aZueyo 
xq 


pasoyo 
aZueys 
“x7 


see ee ween Si Sor 


€L1 zgl 


279l | 4 Qhr 


‘UI | got «| OST | Cy Ott 


‘s**Ayenuef $161 


* *yoquiaseqq 


** JIQUIBAON 


****39q0790 #161 





LaXaV{ OOS AHL ONILOGAAY SINTAY LNAWAND 


SIBTJOC JO SUCK] 
“A UF pjon Jo 
(—) sy0dzq J0 


(+) sHodwy oN 


qd Jog 
saqey 


aselaAy 








Pres 


BeOT-IIPD| ‘SuontiTy 


SUOTITA 


Sunaey, | Peds} wi | M07 

















PNG Jo ss BANTIY 








SHLNOW AG 











ponuywod—T ATAVL 





a]qe1oary sjo0d 
-soid doid £,,S990}s J8A\,, UT WOT}eTNIedSs JO 9999 
-sapnisel ‘{,, Aro} ejsyesun ArvA,, se Japurofar 
UBILIBUTY Ul Psz19}IvIVyD 9}0U ,, BIUBPISN'T,, 0} 
Ajdai uvutiasy) fread yedsy ay} 10j suoT]TU PO0‘r 
peyovad YOY $7IOdxa JO SS9X9 PUL SIaPIO IBM JO 
goUeNBUl Japun Ajas1e] ‘Zurpuedxa spel} OMsoulog 
yunosoe 
UZTEI0} UO Sy¥xI0}s JO Buyjes Aavay ‘suonprU 
©O% VAOGE BSO1 YOK MIN Ul VAIVSAZ SNyidins 
$}SNIJ, [9934 JO UONNOSsIp JO} FINS UT JUSTTUIG 
-AOB JSUIVZE UOISHIp IAvZ UOJUAII], 3B JINOD [esa 
-P2,{ SWyTed palojsal 19z¥] 19}IVIVYD aquoture jo 
suorenoseu ynq ‘Aueuljes) YIM Ywsiq JO sivaj 
pesnole 3g 94} UO UONeUBISel sueAIG AIe}0199 
pfz ay} uo 1eM 
9} porszua Ayeqy ‘yo 210M AUBULIOS) WIM yeaIq 
JO Iva} sB AI9A0091 Udy} pue ssauTNp Aq PaMor]o} 
“gag 2t} UO UvBaq ,,‘SyD0}s IUM,, UT AjE[NITTed 
‘uonepmby yeas +434 aq} UO Funs ,, BUBIISN'T,, 
sadtid 007309 pue uTel3 JO as 19q3 
-Inj ‘A]MO[S Zurpuedxs spe} ONsouIOp ‘sy¥0}s 
[euysNpul Ur WI0Og AreUIpIORI}x9 Ue JO sISeq 
9} IPVUI SIOpPIO IBA JO SIOWNI Pus S}UIUIaIUNOUUY 
S¥0}S JEM 
ur woog ‘161 ‘Arenuef ut siseq qua Jod 1z°+ 
ysurede siseq jua9 Jad go’y uo ayes puog 3383s 
YIOX MIN SFOoT}NO usoy Nos paaoidut 07300 
jO asta ‘suonyrum Zr sj10dxa jo ssaoxa ‘ssou 
-Isnq 19q}0 wo yYoid ayenbape jo punoi3 343 uo 
SapPNHIV uTezII. 10} sozer ABmyrer A10}esSUIdUIOD 
-uoU 9910JU9 jOUUBD s9}e}S }eq} PpPy yNoD 
auraidng ‘y}¥ 34} UO poldxa ssalZu0D Jo UID], 
[IMP ssoutsng e1suaZ 
fueZeq ,,SYOOIS-IVA,, [VLIISNPUI }O astI ‘uOTSUDY 
-a1dde pasnore s}sa}01d uRoueUTYy pure ‘s8eg yer} 
“nau jo asn ysyZuq ‘auoz Jem JO UONeIEPOp 
ueuller) ‘jur0d ziodun mojeq rej poddozp a8ueyo — | 
-X9 Burpioys ‘suorpra ovr poyoeal sj10dx9a jo ssooxy] 411+ 


. 
BS 
& 
~ 
g 
= 
< 
S| 
S 
& 
Qn 
. 
2 
5 
5 
a 














***Areniqaq $161 





























JOURNAL OF POLITICAL ECONOMY 


136 





@UooUy,, JO SUIUIs JOAO BIIYSNYy QI UOTS 
-ua} ‘¢Z-b aAOge as01 Zulji0}s puvulep *‘psounou 
-uv sotytmoes uBIIUIy jo = ,,UOIZeZITIGOUT,, 
ysiig ‘34810343 yzodxa uo oZ1equia AvmMyrel 
{sajzei Jou U19}S9M JO IS¥IIU! PszlIOy Ne 
UOISSIUTWIOD BIIIUIMIOD 93¥}SIORUT ‘ysIy soo1id 
wire; ‘aZrey_ poz10daz ‘u07309 Jo 3da0xa ‘s}saarey 
‘,ssauparedaid,, yo Aojod pepusuruiosel yuspiselg 

UNIIIAO BIAIIS 
{410A MON Ul pouado s}s0193UT [BLISNpur yousl,7 
JO JOARj Ut SuOTTTH S1 pue sqULG YSN Jo 10Avy 
Ul SUOTTTUT OS 10} syxper> ‘jueduTEI ss9q VON] 
-noeds 303s ‘soul] YuNI} prvoqeves uo speyo]q 
Wq3e1y {AWATIOV SsauIsnq jo uOTsURdxs J9OqIIN 
$490}s ABMITEI O} DINSvIUT B UT popusz}xo 
‘payeqeun 8300]S IVA,, Ul BUM sATeTNoeds 
fyUN0I08 UZaI0} UO S2T"NIES JO Sates sBzv] 
foqger} ABMjrer Ul osBaIDUT poyIeU ‘opez} Jrers uy 
poreadde Azaarap qydurosd 103 surnyuraad {e1arag 
JO UOTSBAUT UT SIMO [eIIUE> 243 pomol eUeIINg 
(uour jo jed 39778] Oy) Uy ,,8YO}S,, IVA UT 
Spi100e1 YZTy MoU PoYsi{qeise uONe[NIeds ‘pamo 
-Ppvysaioy VM O}UI VUeZing jo Anus ‘juU0I] 
U19}S9M 3} UO SALIP sATSUaO YOusTZ-ojZuy 
‘suOT]IU COS Jo UeO] 0} YJUOUI dy} Jo pua Aq poy 
SIQUOISSTUIMIOT, YIUIIJ-O[2uy YIM suONYnOZIN, 
ssoiZoid repndezIeds apeuUl ,,SY0}S IBM,, 
Ul UOneNIeds ‘saTLIND.es pu¥ pos jo syuaurdrys 
se snow0ua ay1dsap §SS ¥¢ 0} []2} adueyxe 
1938 ‘sI9UT] JO JUIUI}vI} Zutprese1 suotjus, 
-u0d UBTIIUTY pojdec0R puv 9B 94} pamoat 
“sip Auvulior) jnq ‘rem JO Sve} pomoual 4}61 
BO ,, AGeIY,, IY} JO Zupyuys ‘19j}eMapH 07 syujod 
wruBajAsuusg WOl1y SozV1 [eoo-prvy psonpel 
puv ‘spvor uz9}som Aq paysonbor sooueape 9381 
JO JSOUI POSNJol UOISSTUTUIOT SOISUIUIOD 93¥7S19}U] 


€-1S4 


£°9l+- 


o'ob+ 


$°09-+ 


gl°1 


gli 


Ler 


gli 


L'9z 


v'gr 


eVeeeuege 91 goz 


“xe gt f1z 


ee vz vor 


eee ee nee li Lgr 


se eee seen 61 Sgr 


c6r 


S61 


olt 


* * zaquiaceqy 


* *JaquIsAON 


“++ +39q0199 


** gequiaydag 


‘ss -"asn3ny $161 





LAWAV XOOLS AHL ONILONAAY SINTAY INAWIAD 


SIBTJOCT JO suOT] 
“1A a oe Of) 50 
(—) sy0dxq 30 
(+ )suodury 19 


qa) 19d 
saqvy 

ueoy-T1®D 

aseioay 








$7 UI0, 
Suarez, | Pas | aH 











al | 





YO0Ig Jo SIOUg IANTIY 











SHINO Aq 











panuywod—T ATAVL 

















SECURITY PRICES AND INTEREST RATES 137 


up, and banks became conservative. Necessitous borrowers had to 
sell short-time notes on terms which cost them 6 per cent or more 
for interest. Even the state of New York, for the first time in its 
history, resorted to this method of raising money. Under such cir- 
cumstances business enterprises limited their new undertakings as 
narrowly as possible. Financial stringency applied the brakes to 
industrial and mercantile activity. 

Despite all these difficulties, the volume of business in 1913 was 
larger than in 1912. But the gains were confined mainly to the 
first six or nine months, and resulted largely from the execution of 
orders and contracts placed in 1912 or early in 1913. Many busi- 
ness enterprises began the year with their full capacity “‘booked”’ 
for several months to come. While these old orders were being 
filled, however, few new orders were coming in to take their places. 
The statistical record amply confirms reports of this tenor in the 
trade journals. The United States Steel Corporation began the 
year with unfilled orders of 7,930,000 tons and ended with 4,280,000 
tons. Railway earnings in 1913 were larger than in 1912 from 
January to September, smaller from October to December; pig- 
iron production recorded gains in the first six months, losses in the 
second; substantially the same is true of the copper output; clear- 
ings outside of New York ran larger than in 1912 every month until 
July, and ran smaller in most months thereafter, etc. Commodity 
prices also indicated a trade reaction: from January to April 
Bradstreet’s index number stood above its level of a year before; 
from May to December it stood below that level.* 

If financial apprehensions started this reaction in general busi- 
ness, the latter presently reinforced the former. The fall in stock 
prices which had begun in December, 1912, ran on with scarcely 
a check until June, 1913. For the first time since the great depres- 
sion of 1908, the index number of 40 common stocks fell below 200. 
The autumnal rise which often follows a summer fall did not exceed 
8 points, and it was followed in turn by a renewed decline to the 
lowest level of the year in December. 

* Reasons for believing that Bradstreet’s is the best of the currently published 


American index numbers as a “business barometer” are given in Bulletin of the United 
States Bureau of Labor Statistics, No. 173, July, 1915, p. 111. 
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One favorable development marked the beginning of 1914: 
interest rates on long and short loans relaxed in Europe as well as 
in New York; and several large issues of securities were placed with 
investors on terms more favorable to the borrowers than had pre- 
vailed of late. But the relaxation of financial stress was accom- 
panied by a further slackening of industry and commerce. During 
the first six months of 1914 clearings outside of New York, railway 
earnings, pig-iron production, and copper consumption were all 
lower than during the first six months of 1913; the number, total: 
liabilities, and average liabilities of firms failing were greater; and 
commodity prices continued to sag. This state of affairs was 
mirrored in the stock market. The relaxing of financial tension 
immediately after New Year’s Day produced a considerable increase 
of stock sales and a moderate rise of stock prices. But after 
February the losses of railway earnings and the other evidences of 
deepening business depression caused a reduction of sales and a fall 
of prices greater than the rise had been. Accordingly, the great 
financial crisis precipitated by the sudden outbreak of war in 
Europe at the end of July came in the midst of a period of depres- 
sion—not, as crises are wont to come, at the end of a period of 
prosperity. 

European stock exchanges began closing on Monday, July 27. 
The New York Exchange held open in the face of extraordinary 
liquidation until Thursday, July 30. But the strain proved too 
great, and the Exchange closed on Friday, July 31, not to reopen 
for dealings in stocks until Saturday, December 12. During all 
this period there is, of course, no satisfactory record of stock prices 
on which to base an index number. The choice lies between drop- 
ping four months out of the series, which would leave the average 
figures for the year 1914 much too high, or using the best available 
substitutes for stock-exchange quotations. 

Not long after the regular Exchange was closed, an “outlaw” 
market began to form, and quotations on certain stocks became 
current. The Financial Review describes the situation as follows: 

In many cases [the prices] were more or less nominal, but in other cases 
they were based on actual dealings, though very limited in character. While 

t Trading in bonds was resumed under certain restrictions on November 28. 
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lacking the element of exactness, these quotations have a measure of usefulness 
in showing the changes in sentiment from day to day. 

During August and September such quotations as were current were hazy 
and intangible, and passed only by word of mouth. But about the middle of 
October printed circulars began to make their appearance, purporting to show 
current bid and asked prices." 

From such circulars issued by two brokerage houses, the 
Financial Review has compiled a record of stock prices for the busi- 
ness days October 14 to December 11, inclusive. Twenty-five of 
the 40 stocks included in the present index number have October 
and November quotations in this compilation. By means of the 
geometric mean variation of these prices from the corresponding 
prices made on the Stock Exchange in July, October and Novem- 
ber prices have been interpolated for the remaining 15 stocks. 
Since no representative quotations whatever are available for 
August and September, recourse must be had to another shift to 
supply figures for these months. It became a common practice for 
banks and individuals who had occasion to put some value upon 
securities they were carrying at this time to enter them at the clos- 
ing prices of July 30. That practice is followed here: the entries 
in the tables for August and September are made from prices actu- 
ally paid, or from prices bid and asked the last day on which the 
Stock Exchange remained open. 

When the gap in the series is bridged in this way, the lowest 
point in stock prices falls in October, and that low point (151) is 
below the bottom record made in the panic of 1907 (159). To 
match it one must go back fourteen years to November, 1900. 
But it still remains higher than the highest record reached by the 
index number in any month from 1890 to 1899. The brokers’ cir- 
culars indicate that prices rose somewhat in November and some- 
what more in the first eleven days of December. Further gains 
were recorded after the Stock Exchange resumed dealings in stocks 
on December 12. But the index number for December, based once 
again on regular quotations, is only a little higher than that made 
from the closing prices of July 30. 

The financial tangles caused by the war were largely straightened 
out before the Stock Exchange reopened. The extraordinary 


* The Financial Review, 1915, p. 157. 
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measures of relief promptly adopted in both England and America 
by governments and banks contributed toward this end; but so 
too did ‘‘the circumstance that this was the first crisis in the United 
States in which the situation was handled in the only proper fashion, 
by means of loan expansion.’”* At the end of October foreign 
exchange rates dropped below the gold-export point; in November 
they declined still farther, and by the end of the year they were 
below the gold-import point. From April to August merchandise 
imports exceeded exports; in September the balance turned in 
favor of exports, and this “favorable” balance mounted rapidly to 
131 millions by December. In January the Gold Pool was dis- 
solved, the Cotton-Loan Fund was opened with but few applica- 
tions, and interest rates relaxed notably. War orders that promised 
large profits began to be placed, iron and steel prices turned upward, 
the Interstate Commerce Commission granted an increase of freight 
rates, and business sentiment became hopeful. 

Several months went by, however, before these promises of 
better business began to be realized in fact. We have seen that 
the record of 1914 was poor even before the war began. Neverthe- 
less, the first half of 1915 showed a smaller volume of trade than the 
first half of the preceding year. Country clearings were less than 
in 1914 every month (except May) from January to July; railway 
earnings were smaller from January to April, and less than 1 per 
cent greater from May to July; pig-iron production and the unfilled 
orders of the United States Steel Corporation showed losses to the 
end of April; building permits did not register gains until the com- 
parison began to be made with months after the beginning of war, 
etc. It is only in matters like stock sales and New York clearings 
that an increase of business over 1914 appeared as early as March. 
But after midsummer the tide of business activity rose so rapidly 
that the comparisons for the late months of the year showed gains, 
not only over 1914, but also in many cases over the previous high 
records. 

Stock prices seemed for a time to be influenced almost as much 
by the slow expansion of general business as by the rapid improve- 


tO. M. W. Sprague, “The Crisis of 1914 in the United States,” American Eco- 
nomic Review, V (September, 1915), 521. 
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ment in financial prospects. The index number moved up a little 
in January, down a trifle in February, then up a bit more in March. 
In that month the boom in “war stocks” began, and in April indus- 
trial stocks scored sensational gains. The transportation stocks, 
which alone are included in the present series, responded with a 
substantial advance, and the prospect seemed fair for further 
improvement. But on May 7 news came that the “Lusitania” had — 
been sunk. The fear of a rupture with Germany precipitated heavy 
liquidation and prices fell once more. Industrials bounded up 
again in June and July; but railroad stocks continued to sag. 
By July practically the whole gain over December had been wiped 
out. But in August negotiations with Germany took a more favor- 
able turn, and the improvement in general business conditions 
became marked. Under these favoring circumstances, the railway 
list moved upward rapidly. By November the index number stood 
above 200 again, for the first time in 21 months. 

Tables II and III show that the fluctuations which have been 
chronicled affected all classes of transportation stocks in much the 
same way. All classes fell heavily in 1913, and fell again in 1914. 
So uniform was the fall that the seven groups of Table III did not 
change their order from lowest to highest. The one difference worth 
pointing out is that the cheap stocks suffered a relatively heavier 
decline in 1912-14 than the higher-priced groups. The changes in 
1915 were much narrower in range and less uniform in direction 
when annual averages are taken. But the changes from month to 
month within the year all indicate an early advance, a fall after the 
“Lusitania’”’ episode, and a sharp rise in the autumn. 


TABLE II 


AVERAGE RELATIVE Prices or Forty Common Stocks, CLassiFigep ACCORDING TO 
TuHerr AVERAGE ACTUAL PRICES IN 1890-99 


(Continues table on p. 508, Journal of Political Economy, XX1) 








I I 10 
Stocks Selling at Less | Stocks Se’ at $25 | Stocks Selling at More 
i to $99 in 1890-99 i 





than $25 in 1890-99 than $100 in 1890-09 
i ndcematess des 278 257 165 
BE dadaactetidaws 234 224 135 
ES 0:04 -40-55nrers-O 190 206 122 


Da akokaaammromnd 197 200 127 
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TABLE III 


AveRAGE RELATIVE Prices oF SEVEN Groups OF TRANSPORTATION STOCKS IN 
Igt2-I5 


(Continues table on p. 508, Journal of Political Economy, XX1) 











5 4 6 8 7 5 5 
: : Steamshit 

North Coal- Middle- North- : P, 

, . Southern 7 Pacific and 
Atlantic carrying . Western western F 

Railways Railways Railways Railways Railways Railways pone ol 
ene... 138 364 347 173 210 397 130 
IQ13....- 1I5 320 295 147 175 353 gr 
OR 50s 96 304 256 III 149 309 85 
a 109 310 251 III 150 305 9! 


























Il. THE INDEX NUMBER OF PREFERRED STOCKS 

Preferred stocks shared with common stocks both in the decline 
from 1912 to 1914 and in the rise in the autumn of 1915. The chief 
difference is the familiar one in degree of steadiness. From the 
highest point touched in 1912 to the lowest point touched in 1914 
preferred stocks fell 56 points and common 9g2 points. Similarly 
on the up grade from the lowest point in 1914 to the highest point 
in 1915, preferred stocks gained only 15 points while common stocks 
gained 58 points." 

TABLE IV 


AVERAGE RELATIVE PRICES OF PREFERRED AND CoMMON Stocks IN TEN RAILWAYS 
BY YEARS, QUARTERS, AND MONTHS, 1913-15 


ArirHmeTic Means. AVERAGE ACTUAL PRICES IN 1890-99= 100 
(Continues tables on pp. 509-10, Journal of Political Economy, XX1) 








By Years 





Low High Spread Average 





Preferred} Common | Preferred! Common | Preferred} Common | Preferred; Common 





120 208 125 221 
102 178 107 190 

80 148 88 162 
76 153 86 171 


13 123 213 
184 
14 84 155 
18 81 162 
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* These figures are made from averages of the high and low figures by months. 
See Table VIII below. The common stocks referred to are stocks in the 10 railways 
whose preferred stocks are quoted. 
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TABLE IV—Continued 








By QuaRTers 





First Quarter Second Quarter Third Quarter Fourth Quarter 








Low High Low High Low High Low High 





1913 Preferred. | x10 115 | 101 107 100 105 95 99 
Common..} 190 202 | 174 189 177 188 171 180 
| 



































1914 Preferred. . 04 103 86 gI 72 81 69 78 
Common..| 166 182 160 170 137 153 131 145 
1915 Preferred. . 75 85 78 89 71 82 81 90 
Common..| 14! 157 150 165 146 167 173 196 
By Monrtas 
1913 1914 191s 





Preferred Common Preferred Common Preferred Common 





Low | High Low | High | Low | High | Low | High | Low | High | Low | High 








Jan......| 114 | 119 | 199 | 210} 96 | 106 | 169 | 189 | 73 | 83 | 136] 155 
Se 109 | 115 | 186 | 202 96 | 105 | 166 | 185 77 83 | 142 | 157 
ee | 107 | 112 | 185 | 194] 91 99 | 162 | 172 75 88 | 145 | 160 
April.....| 106 | 112 | 183 | 198 | 85 | 95 | 157 | 172 | 80] 95] 152] 169 
May 102 | 107 | 179 | 189 87 go | 162 | 169 78 87 | 150 | 165 
June 95 | ror | 162 | 181 85 88 | 162 | 169 77 85 | 148 | 161 














| 
July... ..| 99 | 104 | 172 185 73 86 | 137 | 167 7o | 82] 143 | 161 
! 





























ee 100 | 107 | 179 | 192 | 71%] 78% 137%] 146°) 71 | 82] 147 | 165 
Sept..... 102 | 105 | 180 | 189 | 71% 78° 137%] 146%] 71 | 81 | 150 | 176 
Oct......| 97 | 102 | 173 | 182 | 68f| 77f| 126f 138t| 76] 88 | 160] 189 
Nov...../ 95 | 99| 172| 178] 68f| 77t| 128t] 142f} 83] 92/| 178 | 201 
ee 04 | 98] 169 | 180 71 79 138 | 154 84 | 92] 181 | 198 





* Stock Exchange closed; figures based upon closing prices of July 30, largely bid and asked. 
t Stock Exchange closed; figures based upon bid and asked prices compiled from brokers’ circulars. 


Ill. INTEREST RATES UPON BOND INVESTMENTS AND SHORT LOANS 


Since the latest instalment of these figures was published, three of 
therailways whose bonds have been used for computing interest rates 
have fallen into financial difficulties: the Chicago & Eastern Illi- 
nois, the Wabash, and the Missouri, Kansas & Texas. To continue 
using the bonds of these roads would change the series of bond 
yields from an index of the current rate of interest on high-class 
investments to an index of the credit of three embarrassed corpora- 
tions. On the other hand, to drop these three bonds, or merely to 
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substitute three new bonds of higher standing would compromise 
comparisons with earlier dates. The least unsatisfactory way of 
meeting the difficulty is to substitute new bonds of the “gilt- 
edged” class, but to multiply their yields by factors which make 
them equal to the yields on the three discarded series, before the 
credit of the latter had been seriously impaired. The date chosen 
for beginning the change is January, 1913; the new securities used, 
their actual yields on that date, and the factors by which these 
yields have been multiplied to make them equal those of the dis- 
carded bonds are as follows: 








Yield Multiplier Used 





January, 1913 
Atchison, Topeka & Santa Fe, general gold 4’s, due 1995, 
replacing Chicago & Eastern Illinois bond......... 4.11% I. 102 
Pennsylvania R.R., consolidated gold 4’s, due 1948, re- 
lacing Missouri, Kansas & Texas bond........... 3.90% 1.087 
Reading, general gold 4’s, due 1997, replacing Wabash} 
De arddekaldiiadiakeae Ch ceakauts ee hate eens 4.12% 1.1163 











Another necessary explanation concerns the period when the 
Stock Exchange was closed in 1914, The Financial Review gives 
no quotations for bonds from the “‘outlaw”’ market in October and 
November such as it gives for stocks. But dealings in bonds were 
resumed by the Stock Exchange on Saturday, November 28. On 
this day and on the following Monday only four of the ten bonds 
in the present list were quoted. Nevertheless I have made up 
November figures on the basis of these scanty dealings, interpolating 
figures for the remaining six bonds on the basis of their December 
quotations and the changes which the four bonds quoted in both 
months underwent between the end of November and December. 
For the months August to October, inclusive, I have found no better 
course than to suppose that bonds were generally “‘carried”’ at the 
closing prices of July 30. 

The most notable fact concerning rates of interest yielded by 
investments in bonds in 1913-15 is that they have continued the 
rise that has been under way with few interruptions since 1901-2. 
For reasons explained in the preceding papers of this series, the 
risk imputed to the investment has probably varied less in the case 
of the West Shore bond than in the case of any other security in our 
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list. Ifso, that bond is our best gauge of changes in “‘pure’”’ inter- 
est. In the panic year 1893 West Shore bonds sold on a 4.02 per 
cent basis. From this point the yield gradually declined to 3.54 
per cent in 1901, then rose to 3.97 per cent in the second panic year, 
1907; fell again to 3.89 per cent in the revival of 1909, and then 
went up to 4.43 per cent in 1915. That is, interest rates on long 
investments of substantially uniform security stand much higher 
now than at any time since 1890. If we take the average yields of 
the ten bonds, we find that the general course of fluctuations since 
1902 has been like that of the West Shore yields. Starting at 3.77 
per cent in 1902, the average yield mounted to 4.22 per cent in 
1907, fell to 4.00 per cent in 1909, and then advanced with scarcely 
a check to 4.56 per cent in 1915. But the rise since 1902 in this 
case has not been equal to the fall before that date, a fall which 
was due in large part to improvements in railway credit. Still, the 
average yield in 1915 is larger than in any year since 1894. 


TABLE V 
ACTUAL AND RELATIVE RATES OF INTEREST YIELDED BY INVESTMENTS IN TEN RAIL- 
way Bonps By YEARS 1913-15 
(Continues table on p. 511, Journal of Political Economy, XX1) 








Relative Rates 
Aged Bates Average Actual Rates 
in 1890-99 = 100 





1912 1913 1914 1915 1913 1914 191s 





Atchison, Topeka & Santa Fe ad- 
justed to replace Chicago & 


Eastern Illinois.............. 4.44 67 72 | 4.78 | 93 94 95 
Pennsylvania adjusted to replace 
Missouri, Kansas & Texas. ...| 4.22 35 35 | 4-47 | 89 89 QI 


Reading adjusted to replace Wa- 
RR Ere 4.58 

Chesapeake & Ohio............ 4.35 

Chicago, St. Paul, Minneapolis & 
Omaha 


77 | 4.80} 99 | 100 | Ior 
60 | 4.73 | 98 98 101 





Pos 
Go 





4. 
4. 
4. 
4. 

: Ss epeeeccesesscescess 4.23 54 | 4-39 | 4-49] 99 | 95 98 
Chicago, Burlington & Quincy...} 4.18 4.32 | 4.40] 99 05 97 
Central Railroad of New Jersey. .| 4.12 31 |°4.29 | 4.36] 97 96 98 
Chicago, Milwaukee & St. Paul. .} 4.08 29 | 4.25 | 4.50] 101 1oo | 106 
New York, Chicago & St. Louis. .| 4.04 26 | 4.39 | 4.60 | 106 109 114 
West Shore Railroad........... 4.02 aI | 4.32 | 4.43 | 110 | 113 116 
ob icc ercceusnaa wee 4.37 57 | 4-57 | 4.65 | 96 95 97 
re 4.09 | 4.31 | 4.32 | 4.46 | 103 103 106 
dick ah cee Ree acwnmeneed 4.23 | 4.44 | 4.44 | 4.56] 99 99 | 102 
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TABLE VI 


ACTUAL AND RELATIVE Rates or INTEREST ON Bonps, COMMERCIAL PAPER, AND 
Catt Loans in New York sy Years, QUARTERS, AND MONTHS, 1913-15 


(Continues table on p. 512, Journal of Political Economy, xxI) 








Actua Rares or INTEREST 


RELATIVE RaTEs oF INTEREST 











PER CENT AVERAGE ACTUAL RATES IN 1890-99 = 100 
, Cc ‘ 
Bonds Paper Call Bonds Paper Call 
Loans 
at at 
Av. of Stock Av. of Stock 
West j10 Rail-| 4-6 Ex- West |10 Rail-| 4-6 | 60-90] Ex- 
Shore | road |Months} Days | change| Shore | road |Months Days 
R.R. | Bonds R.R. | Bonds 
YEARS 
DR iisincéiaas 4.02 | 4.23 | 5.4! 4.74 | 3.52 105 04 90 103 107 
I: 4.21 4.44 6.19 5.59 3.22 110 09 103 122 98 
oe tees: 4-32 | 4.44] 5-47] 4.79] 3.43 | 113 99 or 104 104 
Br Hs 6bicecties 4.43 4.56 | 4.01 3-45 1.92 116 102 67 75 58 
QUARTERS 
4-30] §.73| 5.17] 3-55] 107 96 96 113 108 
4.47 6.17 5.60} 2.81 III 990 103 122 85 
4.50] 6.57 5.93 2.50 110 100 110 129 76 
4.51 6.31 5.65 | 4.07 113 100 10 123 124 
4.41 4.64 4.08 2.02 112 7 89 61 
4-37 | 4-43 | 3.82] 1.82] 112 97 74 83 SS 
4-43 | 6.54 | 5.81] 4.97] 1122 99 109 127 15 
4.55 6.28 5.43 4.93 116 ror 105 118 150 
4-53 4.23 3.66 2.01 115 101 71 80 or 
4-54 4.31 3.68 ~— 11 ror 72 80 60 
4.66 | 3.90 3.34 1.81 11 104 65 i 55 
4.50 3.62 3.11 1.88 114 100 60 57 
4. 4.28} 5.50] 4.93 | 3.23 | 106 95 92 108 98 
4. 4.29 §.5° 4.91 3-31 107 Q2 107 tor 
4. 4-32 | 6.25] §.75 | 4.19 | 107 96 104 125 127 
4. 4-39 | 6.20] §.53 | 3.43} 109 98 104 121 104 
4- 4.49 | 5.88 5.36 2.75 III 100 98 11 84 
4. 4-53 6.38 = 2.25 III 101 107 12 68 
4. 4.53 6.66 .06 2.25 III 101 III 132 68 
4. 4.50] 6.63 6.00 2.25 110 100 1Ir 131 68 
4. 4.46 6.4 5.78 2.90 110 990 108 126 88 
rs 4.47 6.3 5.69 3.69 III 99 107 124 112 
4 4.52 6.25 5.56 3-75 114 100 104 121 114 
4. 4.53 6.30 5.68 4.6 IIs 101 19S 124 141 
4. 4-47| 5S. 4.53 | 2.3) 113 s 72 
a 4.26 4.38 ca Pe 1.78 1mr 3 73 4 534 
March. 4.30] 4.38] 4.44] 3.88 i 112 98 74 85 58 
baned 4.27 4.37 4.28 3-33 S$. 3 112 97 71 8r 56 
Sa 4.28 4.37 4.50 3. 1.7 112 97 75 85 5. 
une...... 4.28 | 4.37] 4.50] 3.84] 1.84] x12 97 75 84 5 
ae 4.30 | 4.40 §$.03 4-40 2.65 112 93 84 96 81 
RT 4.29 | 4.44 7.00 -34 | 6.25 112 99 117 138 1 
Sept...... 4.29 4.44 7.60 | 6.70 6.00 112 99 127 146 182 
icacuwe 4.29 4-44 7.56 | 6.44] 6.00] 112 99° 126 141 182 
| ae 4.50 4.61 6.44 5.50 5.41 118 103 108 120 164 
See 4.49 4.60 4.8 4.35 3.38 117 102 81 gs 103 
oon hatrnne 4-41 | 4.55] 4.3 3.84] 2.13 115 101 73 65 
ae 4.41 4.52} 4.38] 3.7 1.07 Its 100 23 82 60 
March. 4:49] 4.54] 3.93] 3.3 1.93 | 115 101 as 59 
ce 4.34 4.51 4.25 3.66 2.09 113 100 72 64 
iesdes 4.44 4-54 4.34 3-72 1.94 116 101 72 81 59 
_ ~ 4-45 4-57 4.33 3.65 | 116 102 72 77 56 
eae 4.47 4.64 3.81 3-25 I. 117 103 64 71 57 
| ee 4.53 4.66 4.01 3-53 1.78 118 104 67 77 54 
ae 4.32 4.67 3.88 3.25 1.78 118 104 65 71 54 
Tis acece 4.41 4.57 3-91 3.22 1.31 IIs 102 6 7° 55 
SS 4.38 | 4.47 | 3.45 2.98 1.88 114 100 5 o5 57 
abies 4.36 4.44 3.50 3.13 1.94 114 99 58 59 
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One expects bond yields to decline in depression, to decline a 
little farther in the early stages of business revival, then to rise as 
prosperity waxes, and to attain their maximum during the crisis. 
Some such movements can be traced in the monthly figures for 
1913-15; for example, the rise of yields in the war crisis (partly 
concealed by the imperfections of our data in August-October, 
1914); the decline in the following months of depression, and the 
new decline when business began to revive in the autumn of 1915. 
But on the whole, in recent years the influence of changing business 
conditions upon bond yields has been overshadowed by the drift 
toward a higher level of fluctuations. 

Short-time interest rates, on the contrary, have drifted down- 
ward since the middle of 1913 (when commercial paper had to meet 
the competition of short-time notes issued in lieu of bonds) with the 
notable exception of the two months following the outbreak of war. 
Even the high rates of August to November did not give 1914 as 
high an average as 1913. In 1915 commercial-paper rates on in- 
dorsed paper for 60-90 days have been less than in any year since 
1894, and on good single-name paper less than in any year covered 
by these tables. Call-loan rates also have been low, but not so low 
as in 1894-95, 1897, and 1904. This coexistence of extremely low 
rates for “money” and extremely high rates for bonds is one of the 
most striking features of the present business situation. While 
business depression has kept the demand for bank loans small, the 
reduction of reserve requirements by the Federal Reserve act and 
the unprecedented imports of gold have enormously increased the 
lending power of the banks. Of course these technical banking 
factors have little influence upon the supply of funds for long-time 
investments, and the demand for such funds abroad and at home 
has been affected by the issue of war-loans. 


IV. THE INDEX NUMBER OF BONDS 


The relative prices of bonds shown by the following tables are 
made by dividing the yield of each bond on any given date into its 
average yield in 1890-99. Hence the index numbers of bond prices 
involve the use of no new data; they are merely an additional set 
of deductions drawn from the tables of bond yields given in the 
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preceding section. Of course, the explanations made there regard- 
ing the changes in the list of bonds used, and regarding the imper- 
fections of the data for August to November, 1914, apply here also. 

Table VII shows that every bond in the list fell in price from 
1912 to 1913, that five of the ten fell again in 1914, and that all fell 
once more in 1915. Table VIII, with its data for quarters and 
months, shows that this decline has been interrupted several times. 
There was a brief and slight appreciation of bond prices in July to 
September, 1913, and a longer and larger gain from December, 
1913, to April, 1914—the sort of gain that depression is supposed 
to bring. On this level of April bonds hung until the war broke 
out, when they fell 4-6 per cent—judging by June and November 
quotations—not very much less than dividend-paying and pre- 
ferred stocks. A slight recuperation after the crisis culminated in 
April, 1915, and was followed after the sinking of the “Lusitania” 
by a renewed decline to less than the crisis level in August and 
September. But with the multiplication of evidences of business 
revival in the autumn, bonds advanced again in October, Novem- 
ber, and December. 


TABLE VII 


AVERAGE RELATIVE PRICES OF TEN RaILway Bonps By YEARS, 1912-15 
COMPUTED ON THE Basis OF AVERAGE ACTUAL YIELDS IN 1890-99 


(Continues table on p. 514, Journal of Political Economy, XX1) 








1912 1913 1914 





Atchison, Topeka & Sante Fe adjusted to 

replace Chicago & Eastern Illinois 112.8 107.3 106.1 
Pennsylvania adjusted to replace Missouri, 

Kansas 116.3 112.8 112.8 
Reading adjusted to replace Wabash....} 104.2 101.1 100.0 
Chesapeake & Ohio 108.0 102.4 102.2 
Chicago, St. Paul, Minneapolis & Omaha; 108.8 101.4 105.4 
Chicago, Burlington & Quincy 108.4 101.2 104.9 
Central Railroad of New Jersey 108.1 103.4 103.8 
Chicago, Milwaukee & St. Paul 104.4 99.3 100.2 
New York, Chicago & St. Louis 99.9 94.8 92.0 
West Shore Railroad 95.2 90.9 88.4 





First five 110.0 105.0 105.3 
103.2 97.9 97.9 





106.6 101.5 101.6 
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TABLE VIII 


RELATIVE PRICES OF BONDS AND STOCKS BY YEARS, QUARTERS, AND MONTHS, 1913-15 
(Continues table on pp. 515-16, Journal of Political Economy, XX1) 








RELATIVE Prices oF 
Bonps COMPUTED ON 
Basis OF AVERAGE 
AcTUAL YIELDS IN 
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RELATIVE Prices or Stocks ComPureD on Basis 
OF AVERAGE ACTUAL PRICES IN 1890-99 = 100 





Average rey Average 
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* Stock Exchange closed; figures based on closing prices of July 30, largely bid and asked. 
t Stock Exchange closed; figures based on quotations in brokers’ circulars. 
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TABLE VIII—Continued 








REtative Prices or Stocks ComPpurep on Basis 


Actua YIELDs IN or AveraGE Actual Prices IN 1890-99 =100 


1890-99 





as fae P Average Average 
Dividend- of 10 of 10 

. Preferred | Common 
| ered Stocks Stocks 


eo 


te 


West Shore 
Bond 





77-9 145.3 
79.8 149.4 
106.9 81.5 152.5 
87.4 160.5 
106.3 82.7 157.7 
106.7’ 81.0 154.5 
75-9 151.7 
106.8 76.5 156.1 
76.0 162.7 
81.7 174.3 
87.3 189.3 
87.7 189.4 
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This same Table VIII facilitates the comparison of fluctuations 
in the prices of bonds and stocks of various grades. The general 
story is that on the basis of annual averages all classes of securities 


fell and fell heavily from 1912 to 1914. Further, bonds and pre- 
ferred stocks had lower averages in 1915 than in 1914, while com- 
mon stocks moved up a trifle. In the last year the common stocks 
alone retained any considerable part of the great gains scored by 
American securities in 1897-1902. Preferred stocks and West 
Shore bonds were well below their average prices of 1890-99, the 
average prices of 10 railway bonds were just about at that level, 
and the 10 dividend-paying stocks were but little above. Even 
common stocks had been half overtaken by the more continuous 
rise of commodity prices, if we may trust Bradsireet’s index number 


as shown in Table IX.’ 


This series is introduced because the United States Bureau of Labor Statistics 
has not yet published its index number of wholesale prices for 1915. Bradstreet’s 
index number is based on prices on the first day of each month in the calendar year. 
The method of reducing this series to the 1890-99 basis is explained in the Bulletin 
of the United States Bureau of Labor Statistics, No. 173, p. 94- 
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TABLE IX 


RELATIVE Prices oF Bonps, Stocks, AND CoMMODITIES BY YEARS, 1890-1915 
ARITHMETIC MEANS. AVERAGE ACTUAL PRICES IN 1890-99= 100 








Stocks CommopitiEes 





10 Divi- 


paying 145 Staples 
Stocks 





104 
100 
105 
96 

04 

95 

92 

94 

103 102 
112 118 
127 121 113 
140 142 108 
140 157 113 
139 136 114 
132 136 113 
138 158 116 
135 159 121 
127 129 206 127 
113 126 115 
b & ce) 98 150 122 
1o1* 142 129 
103* 96 137 248 125 
114* 141 132 
100* 121 206 132 
o8t 107 178 128 

P 109 180 141 





100 100 100 100 (100) 
130 102 114 141 241 219 116 
IQIO-I5| 103 92 105 126 113 200 218 131 
































puted from average yields in January, April, July, and October, as given in the Report of the 
Compal WT the Currency. 
t Computed from average yields in January, April, July, and from yield at prices of July 30, the 
Stock Exchange being closed in October. 


V. CONSPECTUS OF SECURITY PRICES AND INTEREST RATES BY 
YEARS, AND BY PHASES OF BUSINESS CYCLES, 1890-1915 


It is convenient to have the general results of these investiga- 
tions assembled in a single place. The index numbers of security 
prices and the interest rates both actual and relative are therefore 
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presented for the whole period 1890-1915 in four tables, of which 
two show averages by years and two by phases of business cycles. 


TABLE X 


RELATIVE Prices OF Bonps AND Stocks IN SEASONS OF BUSINESS PROSPERITY, 
CRISIS, AND DEPRESSION, 1890-1915 


Arithmetic Means—Average Actual Prices in 1890-99 = 100 








Bonps Stocks 





to Rail- 
road 





Jan., 1890—July, 1890—Prosperity 

Aug., 1890—Dec., 1890—Minor crisis 

Jan., 1891—July, 1891—Depression 

Aug., 1891—Aug., 1892—Prosperity 

Sept., 1892—Oct., 1893—Approach of crisis.. . . 
May, 1893—Oct., 1893—Maijor crisis......... 
Nov., 1893—Mar., 1895—Severe depression. . . . 
April, 1895—Sept., 1895—Revival 

Oct., 1895—June, 1896—Renewed depression. . 
July, 1896—Oct., 1896—Free-silver campaign. 
Nov., 1896—June, 1897—Depression 

July, 1897—Feb., 1898—Revival 

Mar., 1898—April, 1898—Spanish warimpending 
May, 1898—Sept., 1899—Prosperity 

Oct., 1899—Dec., 1899—Minor crisis 

Jan., 1900—Sept., 1900—Slight depression... . . 
Oct., 1900—Oct., 1902—Prosperity ‘ 
Nov., 1902—July, 1904—‘“‘Rich man’s panic’’. . 
Aug., 19004—Aug., 1905—Revival 

Sept., 1905—Sept., 1906—Prosperity 

Oct., 1906—Sept., 1907—Approach of crisis... . 
Oct., 1907—Dec., 1907—Major crisis 

Jan., 1908—Sept., r908—Severe depression. . . . 
Oct., 1908—Dec., 1909—Revival 98 166 
Jan., tg910—Dec., 1911—Reaction 143 
Jan., 1912—Dec., 1912—Revival 123 243 
Jan., 1913—July, 1914—Depression 100 201 
Aug., 1914—Nov., 1914—War crisis 74T 158t 
Dec., 1914—July, 1915—Renewed depression. . 80 173 
Aug., 1915—Dec., 1915—Revival 82 | 174] 190 




















* Fi for August to October made from Gute prices of July 30; figures for November made 
from ny + tN quotations for November 28 and 30, supp) ted by interpolations based on 
December prices. 

t Figures for August and September made from closing prices of July 30; figures for October and 
November made from quotations in brokers’ circulars. 


The dividing lines between these successive phases are in many cases 
difficult to draw within two or three months. In cases of doubt I 
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CHART I 
RELATIVE PRICES OF BONDS. 
1890 - 1915. 
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CHART I 

RELATIVE PRICES OF 

40 TRANSPORTATION STOCKS 
BY MONTHS AND 

AVERAGE RELATIVE PRICES OF 
10 RAILWAY BONDS 
1890-1915 
Verncal mnes Connect the averages of the Mignest ond lowest 
retative prices of he 40 srocas each monn. 


Honzontat curve shows the average prices of 10 redway 
DONdS each Month 
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have followed indications from the financial markets rather than 
from general business. In studying these tables it is important to 
remember that comparisons of successive averages sometimes give 
a wrong impression of the direction in which prices were moving, 
For example, a long period of depression in which prices sag from 
a high to a low level often has a higher average price than the suc- 
ceeding period of revival in which prices start upward again from 
the low level reached at the end of the depression. Such misleading 
impressions can be guarded against only by study of the monthly 
figures from which the present summaries have been prepared. 

The general trend of commodity and security prices is shown 
most plainly in the two charts which follow Table X. 


Westey C. MITCHELL 
CoLuMBIA UNIVERSITY 





THE NATURE OF DEMAND FOR AGRICULTURAL 
PRODUCTS AND SOME IMPORTANT 
CONSEQUENCES 


It is rather surprising that in the development that has come in 
recent years along the line of the economics of agriculture so little 
account should have been taken of the nature of demand with 
reference to agricultural products and of the very important 
consequences that arise from the peculiarities of demand for this 
class of products. In textbooks dealing with this general subject, 
in periodical literature, and in conferences, attention has been 
directed almost entirely to considerations relating to production 
in agriculture. It is proposed in this article to call attention to 
some of the neglected phases with reference to demand for agri- 
cultural products, in the economics of agriculture, and to point 
out some important applications relative to current problems. 


I 


Economists have long recognized that the nature of demand 
varies greatly with reference to different classes of commodities. 
One such distinction made is that between elastic and inelastic 
demand. Demand for a good is said to be elastic when that good is 
of such a nature that the demand is sensitive to price change or to 
a change in the purchasing power of the prospective buyer. If the 
price tends to fall, demand is immediately responsive and tends to 
increase. If, on the other hand, the price tends to rise, the demand 
is again immediately responsive, but in an opposite direction, 
and tends to decrease. Where the demand for a good is inelastic, 
however, there is lack of sensitiveness to price change. If the 
price tends to rise, the demand will be influenced little or not at all 
—depending on the degree of inelasticity characterizing the demand 
for the commodity in question. If the price tends to fall, again the 
demand will be influenced relatively little or not at all. Other 
things being equal, the amount required of the good characterized 
by inelastic demand varies littie from time to time; though this is 
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much more true of groups of commodities of a similar class than it 
is of individual commodities of the group, since there is, within the 
group, the possibility of substitution of one commodity for another. 

Though less attention has been given by economists to this 
other phase of the matter, it is clear that demand is elastic or 
inelastic, not only with reference to price change, but also—and 
even more decidedly, at times'—with reference to change in pur- 
chasing power on the part of the buyer. Diminished purchasing 
power will have the same effect as increased price in narrowing 
the demand for a good with an elastic demand, and increased pur- 
chasing power will have the same effect as diminished price in 
stimulating the demand for the same kind of good. The demand 
for a good with an inelastic demand, however, will remain relatively 
indifferent to a change in purchasing power, just as it will with 
reference to a change in price. 

It has also been pointed out that there are important reactive 
influences with reference to the trend of prices in the case of these 
two kinds of demand and that these influences operate in very 
different directions in the two cases. Other things being equal, 
elasticity of demand is said to make for stability of price and 
inelasticity of demand for instability of price. Under normal 
conditions, as the price of a good characterized by elastic demand 
tends to rise, demand, being immediately responsive, tends to 
decline. This has an immediate effect in checking the rise in price. 
If the price of a good of the same kind falls, under normal con- 
ditions demand immediately broadens, thus tending to check the 
decline in price. With a good characterized by inelastic demand, 
however, the situation is quite otherwise. As the price rises, 
demand remains about constant and there is little or no check 


* At times when purchasing power is abnormally large or abnormally small, 
maximum or minimum demand for a good with an elastic demand may coincide with 
maximum or minimum prices, respectively. In such a case demand is still elastic, 
but the determining factor is purchasing power—or, in the case of a production good, 
prospect of profit—rather than price. During normal industrial periods price is 
relatively more important as a factor governing elasticity of demand. 

It may be noted, too, that demand for an article with an elastic demand under 
normal conditions may become quite inelastic under essentially different circum- 
stances—say in case of war. 
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to that rise. As the price falls, demand .again remains about as 
before and there is little or no check to fall in price. Price fluctua- 
tion is therefore likely to be relatively wide in the case of a good 
with an inelastic demand and relatively narrow in the case of a 
good with an elastic demand. It is not so often pointed out, 
however, that speculation is more common with reference to goods 
with an inelastic demand, since wide fluctuation in price affords 
the opportunity to the speculator. 

Economists have further pointed out that elasticity of demand 
characterizes, in the main, those goods which we recognize as 
comforts and luxuries, while inelastic demand characterizes those 
classes of goods that we regard as necessities. A certain rather 
well-defined amount of the latter class of goods we want, and we 
want this amount so intensely that we are willing to sacrifice 
other less imperious wants until these are satisfied. But once 
having secured this minimum of necessities, we become extremely 
indifferent about an additional supply, so that we are influenced, 
as consumers, little or not at all by the fact that the price may be 
very favorable or by the other fact that our purchasing power 
may have increased. Another fact that is very important in giving 
the character of inelastic demand to this class of goods generally 
is that almost everyone is in the same situation of ordinarily con- 
suming about the same amount of necessities regardless of price 
and of subsequent indifference to further amounts once the mini- 
mum supply is obtained. We are all democratic in this respect, 
though some may consume these commodities in their plainest 
form while others may consume them expensively elaborated and 
under luxurious surroundings and with elegant accompaniments. 
But whether plainly or elaborately wrought, the limit of further 
consumption is soon reached and we turn to the other classes of 
commodities to spend our remaining purchasing power. From this 
point, therefore, the market has little further support from anyone. 

With reference to comforts and luxuries the matter is very 
different. Many, though not the majority, perhaps, commonly 
enjoy the use of what we know as the comforts of life. All will 
agree that luxuries are enjoyed by the few. There are thus classes 
in society with reference to comforts and luxuries. Where com- 
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forts are enjoyed, additional comforts are desired if the means of 
obtaining the same are at hand—or perhaps a more generous 
supply of the same class of comforts is also wanted. If the price 
declines or if the purchasing power increases, those who were not 
able to buy and use comforts before will now come forward as pur- 
chasers, while those who want to enjoy their use more generously 
will purchase in larger amounts. If prices rise or if purchasing 
power declines, demand will be narrowed. Demand is thus 
expanded or narrowed as the case may be and the market is more 
or less supported as the case may be. What is true with reference 
to comforts is much more true with regard to luxuries. Given 
proper variety, desire for luxuries expands almost without limit as 
purchasing power increases or as prices decline. Those who 
already enjoy the use of luxuries see new luxuries that they wish. 
The appetite for luxuries is one that grows with what it feeds 
upon. Recruits from the middle and lower classes, whose acquaint- 
ance with luxuries is of limited extent, will tend to swell the ranks 
of the purchasers of articles of luxury if prices fall or if purchasing 
power increases. Since the enjoyment or use of luxuries is a gener- 
ally accepted badge of social distinction and class status, these 
recruits from the middle and lower classes also eagerly seek after 
luxuries on this account as well as for the positive intrinsic satis- 
faction which these goods afford. Under these circumstances the 
market for this class of goods has wide support. In case of higher 
prices or of lessened purchasing power, however, the demand 
shrinks throughout a wide circle. Rise in price is thus checked. 
In case of extreme or abnormal decline in purchasing power in 
periods of pronounced depression prices may fall decidedly for this 


class of goods. 
II 


Of these important distinctions with reference to the differences 
in the nature of demand for different classes of goods, thus pointed 
out by the general theorist in economics, the theorist in the eco- 
nomics of agriculture has strangely made little or no use. He has 
ignored the possibility of their importance to him, or their signifi- 
cance in his field has escaped his notice. We may now proceed to 
consider the importance of these distinctions. 
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It may be said in the first place that agriculture is, generally 
speaking, an industry which has to do with the production of the 
more absolute necessities of life, while the non-agricultural indus- 
tries have to do, in the main, with the production of comforts and 
luxuries. If this be true—and in spite of important exceptions it is 
believed to be substantially true—the demand for agricultural 
products is, generally speaking, inelastic in character and that for 
non-agricultural products elastic in character. 

With reference to food supplies as a whole, it is very evident 
that demand is relatively inelastic. Food up to a certain rather 
rigid limit is wanted imperiously and then any further supply for 
present consumption would be even objectionable. Food supplies 
may of course be stored in many cases; but storage does not 
materially affect the total amount of food consumed. As a result 
of storage there will be a wider variety of foodstuffs available for 
consumption and there will be a gain in satisfaction from the carry- 
ing of a portion of certain foods over from periods of surplus to 
periods of deficiency. But this is a matter of better seasonal 
distribution in the consumption of foodstuffs and not of larger 
consumption of food in general. So far as production is concerned, 
the amount of food may be even less with a system of storage, 
because waste is thus avoided. In the long run, therefore, pro- 
duction must wait on consumption and storage is but discounting 
future consumption. 

With reference to any particular article of food in the con- 
sumption of which there is no fixed custom or habit there may be 
a considerable measure of elasticity of demand because of the 
possibility of the substitution of one article of food for another. 
But the consumption of one article of food in place of another cannot 
materially increase or decrease the amount of food consumed as a 
whole. A larger demand for one article would mean simply a 
smaller demand for other articles. 

The amount of waste is another factor that must be considered 
in estimating the degree of elasticity of demand for a given food 
product or for the class of foods as a whole. In a country where 
food has been regularly cheap and plentiful, as in most cases in the 
past in this country, wasteful habits with reference to the use of 
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food develop. In periods of scarcity and high prices, therefore, 
the total demand for food may conceivably be lessened appreciably 
without limiting actual consumption, if only waste be eliminated. 
Complete eradication of waste is, of course, not to be expected, as 
habits of consumption change but slowly. There is neither the 
disposition nor the information for the accomplishment of this end. 
There is a very trite saying that a French family can live on what 
the average American family wastes. If this be true there can be 
decidedly greater elasticity of demand with reference to food in 
America than in France. Professor W. O. Atwater estimated, in 
1894, more conservatively, the excess of waste in American as com- 
pared with European families at 5 per cent to 1o per cent. Accord- 
ing to recent government investigations the waste in families in the 
United States with incomes of less than $800 per annum amounts 
to 3 per cent to 4 per cent, while in the case of families with incomes 
between $1,000 and $3,000 the waste frequently amounts to 10 per 
cent to 25 per cent. 

Quite as important as waste in the family, perhaps, is the waste 
in the marketing of produce—not to speak of the waste in the 
harvesting of farm products. To take a single illustration, it is 
estimated that the loss by breakage and wastage in the marketing 
of eggs in the United States amounts to $50,000,000 annually. 
There is also the waste in food that occurs through overeating— 
no small item in a country like our own. 

With regard to these different possibilities of diminished con- 
sumption through the elimination of waste it seems probable that 
it is easy to overestimate the amount of actual saving that may 
occur in times of straitened purchasing power and therefore easy 
to overestimate the extent to which the rigidity of demand actually 
may be lessened by such means. Yet it can hardly be doubted 
that there is considerably less rigidity of demand with reference 
to the food supply of a people with a generous and even wasteful 
standard of living like our own than in the case of the peoples of 
Asiatic countries or, perhaps, even of Europe. 

David A. Wells, in his Recent Economic Changes (1st ed., 1889), 
asserted that in every civilized country where accurate investiga- 
tions had been made the consumption of all substantial articles 
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of food, as well as of luxuries, had been, within recent years, largely 
and progressively increasing; and Mr. Wells quoted M. Leroy- 
Beaulieu as to a “wonderful increase” in the consumption of food 
products since 1866. Elsewhere, however, Mr. Wells implies that 
this apparent increase in the consumption of food on the part of 
the masses was rather an increase in variety than in total amount, 
since he admitted that there seemed to be a decline in the con- 
sumption of standard commodities like wheat. 

There are some special articles of food, however, with reference 
to which there is substantial proof of large increase in consumption, 
both in our own and in other countries. The annual per capita con- 
sumption of sugar in the United States, for example, increased 
from an average of 9.65 pounds in the decennium 1790-99 to an 
average of 72.49 pounds in the decennium 1900-1909, and reached 
89.14 pounds in 1914. In England the annual per capita con- 
sumption of sugar increased from 15 pounds per capita in 1840 to 
g2 pounds in 1911. During the same time the per capita con- 
sumption of tea more than quintupled in England, that of raisins 
and currants considerably more than trebled, and that of tobacco 
more than doubled. It is probable that there has been a some- 
what similar increase in the use of certain kinds of fruit in the 
United States, though many persons born on the farm and now 
living in the city would be slow to admit that there can be as large 
consumption of that most important fruit, the apple, with nearly 
half our population living in cities and other incorporated places 
of 2,500 and over, as there was when the population was almost 
wholly agricultural. We read, too, of “enormous quantities” 
of orchard fruits in Colonial times. Undoubtedly there has 
been a large gain, since early days, in the variety of fruit consumed 
by the people of this country. 

On the other hand, to offset undoubted large increase in the 
consumption of articles like sugar there is the decrease in con- 
sumption in more important articles of food. The per capita 
annual consumption of meat by the people of this country has 
been decreasing over a long period and the supply of live stock 
has diminished in proportion to the population since the first 
census of farm animals in 1840. Everyone is familiar with the 
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considerable decrease in meat animals in this country in recent 
years. Meat is supposed to have constituted about one-half of 
the dietary of the people of this country in 1840, while by 1900 
it had declined to about one-third and has probably declined 
appreciably since. The consumption of corn as human food has 
also largely decreased in this country since early days—especially 
in New England and in the South—and wheat bread has been 
largely substituted for rye bread in Europe. 

On the whole, therefore, such statistics as are available bear out 
the a priori conclusion that the consumption of food on the part of 
the human animal is relatively fixed in amount and that the 
demand for food as a whole is relatively rigid and inelastic. 

Not a few, however, in considering the nature of the products 
raised on the farm, seem to assume that the farmer is engaged 
solely in the production of foodstuffs and that the demonstrated 
inelasticity of demand for food as a whole proves the practically 
fixed character of the demand for all agricultural products. This 
is scarcely admissible, inasmuch as the farmer is engaged to an 
important extent in the production of the textile fibers—not to 
speak of still other products of less importance. The demand for 
the textile fibers depends, of course, upon the demand for clothing; 
and the demand for clothing—especially in a country like our own 
—is decidedly elastic in character. In periods of high prices or 
of straitened purchasing power clothing can be worn a little longer, 
or the individual may content himself or herself with less than the 
usual variety of suits or dresses or hats; or, again, the number of 
occasions for the display of wearing apparel may be reduced and 
thus the number of gowns or suits required be reduced. Clothing, 
in the sense that we have come to regard clothing in these times of 
wealth and refinement, and in the liberal and even prodigal use 
that we make of it, is not a necessity of life in the sense and to the 
extent that food is necessary. Yet it may be granted that there 
is a difference in people in this respect. The demand for dress and 
clothing is much less elastic, in a downward direction, on the part 
of those who have once enjoyed the privilege of generous expendi- 
ture for dress and who have come, to an exceptional degree, under 
the stern tyranny of fashion and who may no longer have the 
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means, apparently, to indulge themselves as before. Such persons 
may and usually do make very great sacrifices rather than depart 
from their customary standard of dress. To a certain extent 
they may even strive to dress at the expense of a lessened con- 
sumption of food. Weare told that shopgirls will undergo habitual 
undernutrition in order to dress in the accepted fashion, and doubt- 
less the same thing is true of many persons from other classes when 
they face the same alternative. The recognition of this fact, 
however, should not lead us to the opposite extreme. There is a 
very decided limit to the extent to which food can be sacrificed to 
dress, and, this limit once reached, there is absolutely no doubt 
as to the choice that will be made. The demand for food is, in the 
last resort, inexorable. There can be little doubt that, in general, 
the demand for clothing—and thus for the textile fibers—is much 
more elastic, in the downward direction, than that for food. 

As between the two classes of commodities the demand in the 
upward direction is incomparably more elastic in the case of dress 
orclothing. While the demand for food simply disappears after the 
rather definite amount of food required is supplied, with increasing 
means or with lower prices for clothing fabrics there is normally 
a disposition to move in the direction of ever-larger demand or of 
ever-increasing expenditure for dress and personal adornment. 
Alike in variety, in absolute quantity, and in embellishment, there 
is an almost indefinite tendency toward increase. 

Much of the increased use of raw material due to this expansive 
demand for dress has related to silk and flax—the former of which 
we do not produce at all and the latter of which we do not produce 
for textile purposes. Much of the increased use of raw material for 
dress, however, has related to cotton, and of this we are, of course, 
by far the most important producers. The per capita consumption 
of raw wool has not increased in this country for a number of years 
though the use of cotton, shoddy, and hair as ingredients together 
with wool has increased largely; and there has been a great increase 
in the use of so-called woolen clothing. With about 6 per cent of 
the world’s population, the United States produces about 10 per cent 
of the world’s supply of raw wool and uses about 16 per cent of the 
total. Our use of wool is therefore comparatively heavy, but its 





NATURE OF DEMAND FOR AGRICULTURAL PRODUCTS 167 


use does not seem to be increasing in this country at present faster 
than the growth of population." 

From 1831 to 1880 the price of cotton cloth decreased from 
17 cents to 7 cents per yard, and the annual consumption of raw 
cotton in manufactures in this country increased from 5.9 pounds 
per capita at the former date to 19 pounds per capita at the 
latter date. At present the annual per capita consumption of 
raw cotton in domestic manufactures in this country is about 29 
pounds. Thus, since 1831 the per capita amount of raw cotton 
consumed each year in domestic manufactures has increased about 
fivefold. These figures understate somewhat for all three periods 
the total consumption of cotton, as there was an excess of imports 
of cotton manufactures over exports in 1831, in 1880, and in 1914. 
Professor M’Kay, of the University of Georgia, in 1850 estimated 
that the amount of cotton cloth used by each person in the United 
States increased from 113 yards in 1820 to 323 yards in 1850; but it 
is possible that a part of this increase was due to the substitution of 
cotton for woolen and linen goods. The statement has also been 
made that during the century ending with 1872 the consumption of 
woven cloth of various materials increased from 1 yard to about 
26 yards per capita; but this would seem to leave people rather 
scantily clad at the earlier date. The production of raw cotton 
in the United States increased from 16.6 pounds per capita in 
1820 to about 76 pounds per capita in 1914—the per capita 
production thus considerably more than quadrupling during this 
time. Since 1860, however, the total production of cotton in this 
country has about trebled, while population has more than trebled. 
In the last fifty years, therefore, the per capita production of cotton 
in the United States has declined slightly. The improvement in 
textile machinery has of course made possible a production of 
cotton cloth that has increased more rapidly than the increase in 
the raw material used, but this circumstance has probably not 
affected the demand for raw cotton materially. 


* From 1840 to 1910 the annual production of wool per capita increased in this 
country from 2.1 pounds to 3.1 pounds, while imports of raw wool increased from 
about 0.6 pounds per capita, per annum, to nearly 3.0 pounds per capita during the 
same period. The per capita consumption of raw wool in this country at present, 
however, does not seem to be greater than in 1870. 
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The production of tobacco, another farm product for which the 
demand may be said to be in a measure elastic, decreased, in this 
country, from 12.8 pounds per capita in 1840 to 11.5 pounds per 
capita in 1910. Production, at least, has not expanded for this 
farm product faster than the growth of population. 

Again, a degree of elasticity is given to the demand for cereals 
through the consumption of distilled and malt liquors and to 
products of the vineyard through the consumption of vinous 
liquors. The total cost of materials in the manufacture of distilled 
and malt liquors in the United States in 1909, however, amounted to 
only about 5 per cent of the total value of cereals for that year, so 
that the demand as a whole in this connection is relatively unim- 
portant. The cost of materials in the manufacture of vinous 
liquors for the same year amounted to about 30 per cent of the 
total value of grapes produced in that year, but the industry as 
a whole is relatively unimportant. The total consumption of all 
three kinds of liquors as a whole has almost doubled per capita since 
1882, but the expansion has been entirely in malt liquors. Since 
1871 the consumption of malt liquors per capita has trebled. 

The demand for hides in the manufacture of footwear and other 
leather products contributes an element of elasticity of demand 
for cattle and for other farm animals. On the whole, however, this 
demand is chiefly incidental to the demand for these animals for 
other purposes and is also met to an important extent, in this 
country, by the importation of large numbers of hides and skins. 

Lastly, the demand for corn and oats in the maintenance of 
work-animals and the demand for corn and potatoes in the manu- 
facture of glucose, starch, and alcohol may be considered. The 
demand for feed for farm work-animals evidently depends, ulti- 
mately, upon the demand for farm products in general, and this 
will be shown to be, on the whole, inelastic. Under present cir- 
cumstances the highly elastic demand for power in the city indus- 
tries and activities takes the form of a demand for mechanical 
rather than for animal power. Finally, the demand for corn and 
potatoes for the industrial purposes indicated, while relatively 
elastic in character, is yet very small in comparison with the rela- 
tively inelastic demand for the same products for other purposes. 
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On the whole, therefore, there is at present no considerable measure 
of elasticity of demand for these products from any of the directions 
suggested. 

Within any particular country the most important factor 
influencing the degree of elasticity of demand for the products of 
the farm is the export or import of those products, though this is 
not a factor of direct importance for the agricultural products of 
the world asa whole. Export or import may contribute materially 
to elasticity of demand for particular farm products everywhere, 
however, by facilitating substitution of one product for another in 
case relative. values change. In this country this factor has oper- 
ated mainly through the export of cotton, tobacco, grain, flour, and 
meat products, and through the import of raw wool, raw sugar, and 
tropical fruits. Exports and imports of manufactured products 
have influenced the demand for agricultural products to some 
extent, as the latter enter as raw materials into the production of 
the former. The export of manufactured products, however, has 
influenced the direction rather than the extent of the demand for 
agricultural raw materials in this country, since otherwise these 
raw materials would probably have been exported in their raw 
form. 
On the whole, therefore, the demand for the products of the farm 
is seen to be essentially inelastic in character. This is especially 
the case with respect to food products as a group, though higher 
prices or diminished purchasing power may lead at times to dimin- 
ished consumption of food, through the elimination of waste, in a 
community or country with a generous or wasteful standard of life. 
With respect to particular food products, a considerable measure 
of elasticity of demand may be afforded by the substitution of 
one food product for another as relative values change. This 
substitution is facilitated by the export or import of food products, 
and, in any given country, export of agricultural products in 
general may greatly influence the degree of elasticity of demand 
for those products. For a few articles of food or drink the demand 
appears to be positively elastic in character, but the relative unim- 
portance of these cases minimizes their significance as exceptions. 
With reference to the textile fibers and other agricultural raw 








170 JOURNAL OF POLITICAL ECONOMY 


materials for the manufacture of articles of dress, there is seen to be 
a considerable degree of elasticity of demand, due to the character of 
the demand for the finished products. In our own country, how- 
ever, the large importation of linen goods, of raw silk, and of wool 
has prevented a corresponding expansion in the production of flax 
and of the latter two fibers, and only in the case of wool is our 
production sufficiently important for fluctuations in importation 
to affect our agriculture materially. Elasticity of demand with 
respect to cotton is, in this country, diminished by the fact that 
we produce so large a proportion of the world’s supply of raw cotton; 
as there is no other country to which the world can turn for cotton 
in material quantities. 

Further, though it may not be necessary to accept, in full, 
the view that the operation of the law of diminishing returns is 
exclusively characteristic of agriculture and of the other extractive 
industries, probably few will deny that that law operates at least 
more regularly and more sharply in agriculture than in the non- 
extractive industries. Accordingly, we may expect prices to be 
better maintained in the long run with reference to agricultural 
products, and hence one condition—that of falling prices—to the 
expansion of demand for agricultural products with a relatively 
elastic demand may be lacking. Conversely, since the law of 
increasing returns operates less regularly and less sharply, to say 
the least, in agriculture than in the non-extractive industries, there 
will, again, be less tendency for decline in price to stimulate the 
demand for those agricultural products characterized by an elastic 
demand. 

Moreover, whatever degree of elasticity of demand for certain 
agricultural products may be apparent is small compared with that 
for the products of the non-agricultural industries. The world’s 
annual production of iron has increased more than fifteen fold since 
1850 and nearly a hundred fold since 1800. In the United States 
the increase in the production of iron from 1850 to 1913 was more 
than fifty fold. There has been a similar expansion in the pro- 
duction of coal—especially in the United States, where the output 
increased from 6,266,233 tons in 1850 to 508,971,540 tons in 1913. 
Since 1870 the output of coal per capita has more than sextupled in 
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this country. The average number of wage-earners employed in 
manufactures in the United States has more than quintupled since 
1860, while population has somewhat more than trebled; and the 
output of manufactured products has increased much more rapidly 
than workers in manufactures have increased.* 

It is not so much in the increase in the demand for and the 
production of particular non-agricultural commodities, however, 
as in the increasing variety of those commodities and activities that 
the difference between agriculture and other occupations appears. 
David A. Wells estimated in 1889 that probably one-half of those 
persons who then earned their living in industrial occupations were 
employed in occupations that were not only not in existence a 
hundred years before, but were not even conceived of at that time. 
This diversification in the non-agricultural industries has un- 
doubtedly made even more rapid progress in the last quarter of a 
century. To take a recent iiiustration of a new industry, it is 
stated that during the year 1913 $275,000,000 was paid by the 
general public in this country for admission to the various motion- 
picture houses, and that more than 11,000,000 persons visit moving- 
picture theaters daily in this country. This is a remarkable but 
not unique showing. The value of products in the manufacture 
of phonographs and graphophones more than quintupled in this 
country in the last census decade and the number of workers 
employed more than quadrupled. This is all the more remarkable 
in view of the fact that the value of products in the combined piano 
and organ industry in the United States increased nearly thirty- 
five fold from 1850 to 1910, while wage-earners employed in the 
same industry increased nearly seventeen fold. 

So generally is the capacity of the non-agricultural industries 
and activities to expand realized, when attention is directed to that 
fact, that it is almost unnecessary to present statistics to demon- 
strate that characteristic; and the facts here presented are more 
for the purpose of illustration than for proof. 

Equally well recognized is the tendency of many of the non- 
agricultural industries and activities decidedly to narrow the 


* The recent development of our exports of manufactured products should be kept 
in mind in this connection. 
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extent of their operations during periods of pronounced depression 
and diminished purchasing power. At such times demand for the 
products of these industries fails to receive the customary stimulus 
from falling prices and both price and demand may decline to the 


minimum. 
Ill 


Granted, then, the relatively inelastic character of the demand 
for farm products in general, what are the important consequences, 
theoretical and practical ? 

1. It may be pointed out, in the first place, that this char- 
acteristic of inelastic demand helps to explain why speculation 
finds such an important sphere of operations in the field of agri- 
cultural products. Speculation aims at making a profit out of 
price fluctuation, and, other things being equal, price fluctuation is 
in proportion to the inelasticity of demand for a good. It is 
true, of course, that farm products are subject to great 
variations in supply, due to the vagaries of the weather and 
to variations in other natural factors, and that this is also an 
important factor in explaining price fluctuation with respect to 
those products, and consequently in explaining speculation. But 
the inexorable character of the demand for these products, up to a 
certain point, and the almost total default in demand after this 
point has been reached, afford the necessary background and con- 
dition for variation in supply to work out its full effects with 
reference to price fluctuation. Relatively small surpluses and 
deficits in farm products—not to speak of large surpluses and 
deficits—have a relatively large effect on the price, and speculation 
is thus promoted. 

2. It may be noted, in the second place, that since international 
trade in grain and in other farm products enables the crop deficits 
of one country to be offset by the crop surpluses of other countries, 
thus equalizing demand and supply for the world as a whole and thus 
affording a very considerable measure of elasticity in demand in 
the country or countries with crop surpluses and of elasticity of 
supply in the country or countries with crop deficits, tariff restric- 
tions or other restrictions with reference to international trade in 
farm products necessarily emphasize the effect of inelasticity of 
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demand and supply and thus greatly emphasize price fluctuation. 
Foodstuffs attain to famine prices in one country and decline to a 
low price level in other countries one year, and the following 
year the situation may be completely reversed. Speculative 
conditions are thus everywhere exaggerated. Spurred on largely 
to increase acreage by the excessive prices resulting from the 
shortage of one year, the agriculturists of a country are likely 
largely to overproduce under the probably more favorable crop 
conditions of another year. Discouraged, in turn, by excessively 
low prices, farmers will limit decidedly the acreage of the crop in 
question, and bad crop conditions and short acreage may again 
coincide, with the result of another series of famine prices—and so 
on indefinitely. If the country be small, so that the abnormally 
good or bad crop conditions in one section or with reference to 
one crop are not offset by the abnormally unfavorable or favorable 
conditions, respectively, with reference to another section or crop, 
these conditions of shortage and of surplus will be exaggerated, 
with resulting especially exaggerated conditions of price fluctuation 
and of speculation in the growing and marketing of farm products. 
In a large country like our own such results are likely to be less 
exaggerated, though still manifesting themselves to an important 
extent. The operation of these tendencies was signally illustrated 
in Great Britain and Ireland during the period of the Corn Laws 
of 1816-46. So uncertain did grain-growing become under the 
conditions thus established that the period as a whole was, for 
farmers, far from being a prosperous one; while the masses of the 
population alternately experienced famine prices and cheap bread. 
The interests of both farmers and consumers were undoubtedly 
sacrificed, in the long run, by this restrictive policy. If it be one of 
the virtues of legitimate speculation that it causes an equalization 
of prices by affording a better distribution of supplies from time 
to time and from place to place, it must therefore be counted one 
of the undesirable results of tariff restrictions on farm products 
that exactly the opposite effects are to be expected. The free 
movement of grain and of other farm products in international 
trade does indeed extend the scope of speculation, since a world- 
market is substituted for a merely local market. On the other 
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hand, speculation is intensified within a given country by the 
restrictive policy. But by freedom of international trade the 
legitimate functions of speculation are facilitated, while under con- 
ditions of restriction an artificial stimulus is given to speculation 
because natural maladjustments of demand and supply are empha- 
sized by the policy of restriction. On account of the generally 
inelastic character of the demand for farm products, therefore, as 
well as on account of the wide variation in the supply of such 
products in a given country from year to year, tariff and other 
restrictions with reference to international trade in farm products 
are peculiarly objectionable. 

3. Another interesting result of the characteristic of inelastic 
demand for farm products is the fact that popular judgment, and 
even the opinions of authorities occasionally, with reference to the 
extent of the surplus or of the shortage of a particular farm crop 
or product or of farm products in general is subject to sudden and 
violent change as well as to wide departure from the actual facts 
in the case. Since a relatively small shortage in a farm product— 
particularly a food product—has a relatively large effect on the 
price, popular, and occasionally expert, opinion immediately jumps 
to the conclusion that the shortage must be proportional to the rise 
in the price. Similarly, with a relatively small surplus and a 
resulting relatively heavy fall in price, the immediate conclusion is 
that there exists a correspondingly heavy surplus. Within a 
short time the change of a deficit to a surplus or of a surplus to a 
deficit, with corresponding disproportionate price changes, leads 
to a complete reversal of opinion. 

A number of striking illustrations of this tendency thus to mis- - 
calculate could be presented, but it will suffice to mention a few 
such illustrations. 

When Justin S. Morrill was making his great speech in the 
House of Representatives, on April 20, 1858, in favor of his bill of 
the previous December proposing grants of land in favor of state 
agricultural and mechanical colleges, his emphasis was first and 
foremost upon soil exploitation and exhaustion, and upon decline 
in crop yields and in other farm products. Representative Morrill 
was also influenced in his notions by prevalent errors with regard 








NATURE OF DEMAND FOR AGRICULTURAL PRODUCTS 175 


to the extent and possibilities of the ‘Great American Desert,” nor 
could he have anticipated the rapidity with which the construction 
of railroads was to lead to the opening up and the bringing into 
cultivation of the remaining publicdomain. He was thus impressed 
with the conviction of an impending shortage of food supplies in 
the United States, and this conviction constituted the motive, to a 
large extent, of the plan he had in mind. But there is little doubt 
that he interpreted these other factors in the light of the high prices 
for wheat that had prevailed since 1853, that he failed to take into 
account the fact that a relatively small deficit in farm products 
brings greatly disproportionate results so far as price is concerned, 
and that he was thus led to overestimate the danger of impending 
shortage accordingly. “While we ought,” he said, “‘to possess the 
granary of the world, it has been but a brief time since bread- 
stuffs rose almost to starvation point, and indicated the possibility 
that we might not forever escape the only test, that of famine, 
to which our institutions have not been subject.’”’ It is interesting 
to note that in reality during almost the entire generation following 
the land grant to agricultural and mechanical colleges, in 1862, 
agriculture was characterized, in general, by a chronic condition 
of overproduction and low prices. This was the main reason, too, 
why these colleges were, so far as agricultural education was con- 
cerned, practically ignored during this period. 

A similar fear of national food shortage obtained from about 1836 
to 1840, when we were importing foodstuffs to an appreciable 
extent and when prices had been extremely high for a few years. 
This fear found expression in the writings of Jesse Buel, Willis 
Gaylord, Luther Tucker, and others about 1840, and no doubt was 
unduly emphasized by the failure to appreciate the nature of the 
demand for agricultural products and the corresponding influences 
upon price. 

Another striking illustration occurred within recent years in 
connection with the production of cattle and beef and of corn. In 
1905 a representative of the American Live Stock Association in 
discussing overproduction in corn and in the live stock industry 
expressed a conviction of the impending ruin of the live stock 
interests of the country unless an outlet could be secured in 








176 JOURNAL OF POLITICAL ECONOMY 


the foreign market. At the same time we had commissions in 
Europe with the object of persuading the people of that continent 
to take more kindly to a corn diet, so that larger outlet for our 
surplus corn might be developed. But it was hardly five years 
until we were experiencing a shortage in our supplies of meat, and 
immediately the belief that the day of cheap meat is past became 
widespread! Further, when the price of corn increased in a very 
few years to such a figure that foreign exports dwindled to almost 
nothing, interest in developing a foreign market for corn similarly 
diminished to the vanishing-point. In all probability, had not the 
present great war in Europe intervened to relieve us of the surplus 
wheat from the enormous crops of 1914 and 1915, the price of wheat 
would have fallen to a point that would have brought back once again 
the complaint of overproduction in that crop. It is to be granted, 
of course, that during recent years there has been a tendency for 
demand to outrun supply because of heavy foreign immigration, 
chiefly to the urban centers, and because of the continued trend of 
the rural population to the city; but there can be no doubt that 
the striking changes in the price of farm products and the accom- 
panying violent change in popular opinion with reference to the 
possibility of food shortage have been due to a very considerable 
extent to the fact of inelastic demand for the products of the 
farm. The careful student of these conditions will therefore make 
a proper discount with regard to these prevalent views. 

4. One of the most important results of the fact of inelastic 
demand for agricultural products, generally speaking, is its funda- 
mental importance, jointly with improvement in the powers of pro- 
duction in agriculture, in bringing about the world-wide trend of 
population from country to city. There are, of course, other, and 
weighty, reasons for this general trend cityward. One of the chief 
of these is the development of occupational division of labor, con- 
sequent on the growth of transportation and of power manufactur- 
ing, as a result of which many operations and processes formerly 
carried on in connection with agriculture have been separated from 
that branch of human employment and concentrated in centers of 
industry, which thereupon became centers of population. It seems 
probable that this was the most important urbanizing influence in 
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earlier years. But in more recent years the inelastic character 
of the demand for the products now raised on the farm has 
afforded a bar to expansion in the production of those commodities 
proportional to the improvements introduced in agriculture; 
and the consequence of the introduction of these improve- 
ments—especially improved agricultural machinery—taken in 
connection with the indisposition of demand for agricultural 
products to expand beyond a certain limit, has been to transfer 
workers by the millions from the farm to the urban centers. The 
city has gathered to itself, not only manufactures, but many other 
activities for the products of which demand is of the elastic sort. 
The city has thus become, as compared with the country, the center 
of expansion in industry and thus in population. In agriculture, 
labor-saving devices are really “labor-saving,” in the social sense, 
because of the inelastic character of the demand for the products 
of the farm; in the city industries and activities, however, because 
of the expansive demand for the resulting products, labor-saving 
devices have proved not “labor-saving,” in the social sense, but 
rather “‘product-increasing.”’ Therefore, as improvements have 
been introduced into agriculture that have multiplied the powers 
of agricultural production, many workers have been set free from 
the stern necessity of providing food and the materials of clothing 
and have been able to give their attention to the satisfaction of a 
constantly increasing number of other more expansive wants. A 
constantly diminishing proportion of the population is therefore 
sufficient to feed and clothe the population as a whole. In our 
own country, and in some other countries, the number of agri- 
cultural workers has increased as a whole, but has nevertheless 
constituted a rapidly declining proportion of the total workers of 
the country. 

It has often been said that the improvement in the powers of 
production in agriculture—and particularly the introduction of 
labor-saving machinery in agriculture—has been, of itself, a main 
cause of the diminished proportion of workers in agriculture. But 
apart from the nature of the demand for agricultural products 
improvement in the powers of production would have been, of 
itself, no sufficient or necessary factor in the situation. For 
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there can hardly be any question that improved processes and 
improved labor-saving machinery were introduced into manu- 
factures at an earlier date and have been introduced on a far wider 
scale in that branch of industry than has been the case in agri- 
culture; and yet not only the total number of people engaged in 
manufactures, but the proportion of the total population so engaged, 
has increased rapidly and largely. The difference between the 
effects in the two branches of employment lay in the difference in 
the nature of the demand for the respective products. 

So little was the difference in the nature of the demand for 
agricultural products and for the products of manufacturing 
appreciated, that when manufactures had their early beginning 
as a separate industry in this country the partisans of manufactures 
defended themselves against the charge that workers would be 
diverted from agriculture by asserting that the use of labor- 
saving machinery, together with the employment of a few women, 
boys and girls, and immigrants would obviate this asserted diffi- 
culty. In fact, as late as 1850 a college professor,’ speaking before 
the Cumberland County Agricultural Society, in Maine, expressed 
the belief that on account of the slower introduction of improve- 
ments in agriculture as compared with commerce and the arts the 
tendency would be for a larger and larger proportion of the total 
population to be engaged in agriculture! Notwithstanding the 
fact that agriculture was just then entering upon the period of 
large introduction of labor-saving improvements, the same thing 
can be said even more emphatically, in a relative sense, with 
regard to manufactures. This speaker was led to make this very 
mistaken assumption because he failed to take into consideration the 
fact that the demand for agricultural products is a limited and 
inelastic demand while that for manufactured products is, com- 
paratively, an elastic and indefinitely expanding demand. A 
speaker? at a farmers’ convention at New Haven, Connecticut, 
December 20-22, 1892, saw the matter much more accurately and 


* Professor J. R. Loomis, of Waterville College. 
2J. M. Hubbard, member Connecticut State Board of Agriculture, from Middle- 
sex county. 
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put the situation succinctly and admirably. In discussing the 
cause of the depletion of the rural population he said: 

It is worth while to note in this connection the difference in effect upon 
agriculture and mechanical industries of the employment of labor-saving 
devices. The productive power of labor has been multiplied many fold thereby, 
but while new forms and increasing quantities of mechanical products are 
absorbed by our population, to an extent limited only by the possession of 
means to pay for them, the consumption of staple agricultural products is not 
subject to any corresponding enlargement. The man of today does not want 
any more bread and meat than did the man of a hundred years ago. 

Consumption of products thus being limited (in agriculture), and the pro- 
ductive power of the individual largely increased, it is inevitable that there 
should be a decrease in the number of producers. 

This resident of ‘‘a quiet, strictly rural neighborhood” in Con- 
necticut had a much more accurate knowledge of the principles of 
economics than the earlier college professor, though of course the 
former had the advantage of observing the results of nearly half a 
century’s further development. The inevitable character of the 
trend of population to the urban centers had indeed been recog- 
nized by men like Professor George Tucker, of the University of 
Virginia, and by others, in the early forties; but they seem not 
to have appreciated fully, as a cause, the operation of the eco- 
nomic forces so clearly recognized by the Connecticut rural 
economist a half-century later. By the later date, to be sure, and 
even earlier, there were not a few other careful students of the 
problem who recognized this same economic law as operating in 
the cityward movement. The surprising thing is that today so 
many intelligent and supposedly educated persons fail to appreciate 
its profoundly important agency in this connection. 

There have undoubtedly been other reasons for the maintenance 
of the rural population on the soil in the South, but it can hardly be 
doubted that the character of the demand for cotton, as con- 
trasted with the character of the demand for important agricultural 
products in other sections of the country, has had no little influence 
in retaining so large a proportion of the population of the southern 
states on the land. The lack of decided competitive advantages in 
the growing of wool and in the production of the sugar beet in this 
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country, and the resulting large imports of both raw wool and raw 
sugar, have prevented these two industries from exercising the 
effect, in retaining the rural population on the soil, that might 
have been anticipated, considering the relatively expansive char- 
acter of the demand for the products in question. That neither of 
these two branches of agriculture in general is a ‘“‘machine” type of 
agriculture has made it difficult to retain them, even with pro- 
tection, as important branches of our northern agriculture, and has 
deprived us, in a large measure, of their influence in the retention 
of the rural population on the soil. 

5. A further important conclusion with reference to the dis- 
tribution of population between country and city may be drawn on 
the basis of the difference in the nature of demand for farm products 
and for the products of the city industries. This distinction will 
exist, of course, so long as there is the present occupational division 
of labor between city and country with the resulting specialization 
in each section in the class of commodities now produced. Until 
the course of industrial evolution halts, therefore, and reverses 
its movement, and manufactures are once again combined with 
agriculture, we may expect further improvement in the powers of 
production in agriculture to result in a further diminution of the 
proportion of population engaged in agriculture, though the éofal 
number of people engaged in agriculture may continue to grow as it 
becomes necessary to utilize the soil more intensively and as the 
law of diminishing returns thus operates more sharply. Increas- 
ing intensivity in the utilization of the soil by no means necessarily 
implies, however, any large increase in the use of human labor, and 
the anticipated more decided operation of the law of diminishing 
returns is likely to restrain the growth of population as a whole 
rather than result in a transfer of workers back to the land. 

The expectations, then, of those who hope largely to increase 
the numbers of the rural population in our own and in other 
countries in the near future are vain, and the expectation of largely 
increasing the proportion of country dwellers is absolutely futile. 
Population will inexorably follow employment, employment will 
inevitably follow expansion of production, expansion of production 
will inevitably follow expansibility of demand, and expansibility 
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of demand will inevitably be associated with manufactured products 
and with those other commodities, utilities, and services which it 
is the province, under present economic conditions, of the urban 
community to provide. Unless all signs with reference to the 
probable future course of industrial evolution fail, or unless we are 
able largely to increase our agricultural exports far beyond their 
extent at present, and to turn from manufactures back to agri- 
culture in many sections—a course that is, considering our natural 
resources for manufacture and the large development that manu- 
factures have already attained, unthinkable—the hopes of those 
who wish to see our agricultural population “doubled” in the 
near future, or who ever expect to see a larger proportion of our 
total population rural dwellers, are but irridescent dreams incapable 
of realization. 

Quite as much deluded are those who hope to increase the 
numbers of the rural population by promoting agricultural educa- 
tion, although for other reasons and in itself the promotion of 
agricultural education is of the highest importance. Technical 
agricultural education, by making the rural workers more efficient, 
has the same effect as a labor-saving device; and the effect of a 
labor-saving device is, as we have seen, to reduce or to retain at a 
relatively low level the proportion, if not the total number, of those 
engaged in agriculture. There is not the shadow of a doubt that 
the effect of the general introduction of methods that would largely 
eliminate losses due to insect pests and to ravages of disease among 
live stock, or of wide dispersal of the knowledge of improved animal 
and plant breeding, or of other improvements in the powers of 
production in agriculture, would be, generally speaking, to force 
out of agriculture a part of the workers, unless population should 
grow sufficiently to offset this influence or unless agricultural 
exports should find sufficient outlet in foreign markets. In the 
former case the proportion, at least, of the rural population to the 
total population would be decreased; and in the second contingency, 
any maintenance of the agricultural population in the exporting 
country would be at the expense of the agricultural population 
of the importing countries, proportionally if not in absolute num- 
bers. Other things being equal and efficiency of labor remaining 
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the same, a diminution of the length of the working-day for the 
agricultural worker would tend to offset the effect of the introduc- 
tion of labor-saving improvements in agriculture in reducing the 
number or the proportion of workers in agriculture, and this has 
already been the result to a certain extent. Considering the 
relatively long working-day still prevailing in agriculture, however, 
and considering the utter impossibility of arbitrarily “doubling” 
the number of workers in an occupation whose products are char- 
acterized by an inelastic demand, the limitation of the working- 
day on the farm may be commended, as a partial remedy, to those 
who wish to restore the numerical preponderance of our rural 
population or to insure that that proportion will not be further 
reduced as a result of labor-saving improvements to be introduced 
in agriculture yet in the future. 

Though there is decidedly a country-life problem, just as there 
are city-life problems, neither of which it lies within the province of 
this paper to discuss, it may be safely asserted that the considerable 
or general increase in the number or the proportion of the rural 
population is no important part of either class of problems. So 
much the analysis of the difference between the nature of demand 
for agricultural products and that for the products of the city 
industries, under present conditions, clearly indicates; and he 
who would contribute materially to the solution of either country- 
life or city-life problems must appreciate this fact clearly. 

By undue attention to the principles relating to production in 
agriculture and by failure to give attention to the principles relating 
to the nature of demand for agricultural products, the theorist 
has not only missed the opportunity to round out more adequately 
the general principles of the economics of agriculture, but he has 
missed, also, the opportunity to contribute to a better under- 
standing, on the part of the general public, of the fundamental 
principles involved in some questions of great and pressing public 


importance. 
Joun G. THOMPSON 
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NOTES 


WASHINGTON NOTES 
A NEW STUDY OF INDEX NUMBERS 


The United States Bureau of Labor Statistics has published one of 
the most complete discussions of index numbers that have been prepared 
in recent years, either officially or through private effort. The work 
has been done by Professor Wesley C. Mitchell and the aim of the 
monograph is “to make the index numbers of wholesale prices currently 
published in the United States and foreign countries more accessible 
more intelligible, and therefore more useful” (Bulletin U.S. Department 
of Labor No. 173). 

The history of index numbers is briefly reviewed and this outline is 
followed by a somewhat longer analysis of the various difficulties to be 
met with and overcome in connection with the gathering of prices. On 
the whole the author reaches the conclusion that in selecting the method 
to be employed in making an index number, the investigator should be 
guided by the purpose for which the results are to be used. In the main, 
currently published index numbers are used for the notation of differences 
in wholesale price levels, and for that general purpose a weighted aggre- 
gate of actual prices is considered best. Professor Mitchell’s investi- 
gation then turns to the kind of prices which should be selected and a 
contrast is drawn between market prices, contract prices, and import- 
export values, detailed attention being paid to different methods of 
weighting the figures. One of the most interesting features of the 
inquiry is the analysis of actual index numbers in the United States, 
seven series being taken as the basis of study. These include the well- 
known index numbers of Dun, Bradstreet, the Amnalist, and Gibson. 

The general conclusion arrived at is to the effect that of “‘the index 
numbers regularly published, Bradstreet’s makes much the best show- 
ing,” but it is argued that each of the seven series has its special uses, 
its merits, and its defects and that a choice among them should be made 
in accordance with the particular purpose for which an index number is 
wanted. 

In the second part of the report the index numbers developed by the 
United States Bureau of Labor and various foreign countries as well as 
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by other agencies are considered and compared with one another. The 
concluding pages of the document are devoted to a bibliography of 
books on the subject. 

In closing this review of a very serviceable study it is worth while 
to note some of the more important general or abstract conclusions arrived 
at by the author. These are as follows: 

1. Variations in the level of wholesale prices from one year to the 
next are capable of being measured with a close approximation to accu- 
racy, for these variations are highly concentrated about a central 
tendency. 

2. Variations in prices that have been cumulating through several 
or many years show much less concentration about a central tendency 
than variations from one year to the next. 

3. The more commodities that can be included in such an index 
number the better, provided that the system of weighting is sound. 

4. Probably the best weights to apply are the average physical 
quantities of the commodities bought and sold over a period of years 
without reference to the number of times their ownership is changed. 

5. In presenting such an index number, it is well to publish the 
aggregate actual prices, both for the several groups and for the grand 
totals. 


THE NEW RURAL CREDIT PLAN 


After a period of deliberation extending over some nine months, the 
Joint Committee on Rural Credits, created by an act passed at the close 
of the last session of Congress, March 3, 1914, has rendered its report 
and submitted a new rural credits bill. The bill in question was intro- 
duced in the House of Representatives on January 4 as H.R. 6838, while 
the formal report of the Commission was submitted on the same date.' 

The new bill is the last of a long series of rural-credits measures, and 
analysis of it shows that it is essentially based upon the so-called Hollis- 
Bulkley bill, drafted during the summer of 1913, by a joint subcommittee 
representing the committees of the House and Senate on banking and 
currency. In the original Hollis-Bulkley bill the plan proposed provided 
for the creation of a group of so-called “land banks,” and underlying and 
supporting them “farm loan associations.”” These farm loan associa- 
tions might be organized with capitals as low as $10,000, and were to 
make advances on first mortgages secured by farm lands; and whenever 
such farm loan associations presented these mortgages to the land bank 


Congressional Record, January 4, 1916, pp. 493 ff. 
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of the district in which they were situated, such land bank was expected 
to purchase the mortgage in question. The farm loan associations were 
thus provided with further resources for lending to other borrowers, 
and were permitted to extend such loans up to an amount equal to 
twenty times their capital, if desired. The land banks, on the other 
hand, were expected to obtain their funds by selling to the public bonds 
protected by the farm mortgages which had been purchased from farm 
loan associations, the said mortgages being deposited in trust, so that 
the bonds were thus real estate collateral securities. In order to supply 
an immediate market for the bonds, it was provided that they might 
be used as investments for postal savings funds, might be purchased by 
national banks, and under certain conditions should be taken up by the 
Treasury to the extent of $50,000,000 per annum. In the present bill 
the same plan is retained as the basis, but with certain fundamental 
modifications. Perhaps the most important of these is that the farm 
loan associations are now to be established without capital, being 
“associations” in the broadest sense of the term. They are permitted 
to sell mortgages to the land bank of the district in which they are situ- 
ated, but, as they lack capital, such a land bank could protect itself in 
case of default of the mortgage only by falling back upon the general 
liability of the members of the association. The second important modi- 
fication is found in the fact that the land banks (whose stock is to be 
bought by the government if not taken by private subscription) are to 
be made government depositaries. This would mean that the govern- 
ment might, to any extent that it felt disposed, supply capital for the 
use of the land banks, although there is a provision that the money thus 
deposited is not to be invested in mortgage loans. It could, however, 
apparently be used in the purchase of farm loan bonds, or in covering 
defaults of interest or principal. The system is placed under the general 
oversight of an organization to be known as the Farm Loan Board, 
organized after a manner somewhat similar to that adopted in the crea- 
tion of the Federal Reserve Board. 

In urging the adoption of the measure, the Committee says: 

The rapid increase of tenant farmers and the tendency to abandon agri- 
culture and seek the larger centers of population has become a national menace 
in this country as well as in Europe. It increases the cost of living and causes 
a one-sided development. Most civilized nations are already offering direct 
aid and other inducements to persuade the people back to the land. We 
believe that the United States can well afford the moderate encouragement 
provided in this bill. 
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Much has been accomplished in Europe by legislation that encourages 
co-operation. There are societies to organize co-operative institutions, lec- 
turers who go about to spread the co-operative gospel, and training schools for 
boys, girls, and adults. There are laws establishing systems of personal rural 
credits as well as land-mortgage systems. There are co-operative buying, 
co-operative selling, co-operative creameries, markets, breeding establishments, 
insurance companies, and the like. These are all important, especially per- 
sonal credits. 

Our country lags far behind Europe in most matters of co-operation among 
farmers. There are conditions which render it more difficult here than in 
older countries. But so far as co-operation is applicable, and as speedily as we 
can adapt it to our own conditions, it should be established. 

The framers of this bill realize that it is but one factor in the vast field for 
national co-operation that lies before the American farmer. But they enter- 
tain the hope that organization for the purpose of securing land mortgage 
credit will bring neighboring farmers into closer touch all over the Union and 
will stimulate the co-operative spirit. Those men who organize farm-loan 
associations will become better acquainted and more trustful of each other, 
so that it will be comparatively easy to form organizations among the land- 
mortgage groups for personal-credit unions, and various forms of co-operative 
activity. 

It is noteworthy that although the Committee on Rural Credits was 
directed to consider not only a plan for farm mortgage loans but also a 
plan for so-called “personal credits,” it has accomplished nothing, so far 
as is known, on the latter subject. There has been a growth of the view 
that under existing conditions it is difficult to provide for personal loans 
to farmers in the United States beyond what is now done through the 
use of existing banking machinery. The section of the Joint Committee 
on Rural Credits to which was assigned the work of preparing a bill 
relating to personal credits has, at all events, thus far furnished nothing, 
perhaps with the idea that the subject would be better deferred until 
the problem of long-term credit has been disposed of. As in the Hollis- 
Bulkley bill, it is provided in the new measure that the mortgage loans 
are to be of very long term, thirty-six years being established as the 
maximum, with provisions for amortization payments annually. Should 
the new bill be successful in accomplishing its object, it would presum- 
ably result in moving the present body of farm mortgages, made on short 
terms of three to five years for the most part, into the new system, as a 
result of which the present holders of farm mortgages would find them- 
selves driven to substitute farm loan bonds for their mortgage holdings, 
or else to find some other form of investment. 
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OUR INTERNATIONAL BALANCE 


The complete figures for the international trade of the United States 
during the year 1915 show that the excess of exports over imports will 
probably total about $1,750,000,000, although minor corrections in this 
figure may be introduced when the final data are made public by the 
Department of Commerce. The computations published by the Federal 
Reserve Board show that there has been a gold movement into the 
United States aggregating about $450,000,000, subject to a deduction in 
round numbers of about $30,000,oc0o—a net inward movement of $420,- 
000,000. In addition it appears from the figures of the Director of the 
Mint that there has been a domestic production of gold for the year of 
about $99,000,000, most of which would ordinarily have been exported 
but which has during the past year been retained at home. It would thus 
appear that the United States has made a gain of more than $500,000,000 
in gold during the past year as compared with the position it would have 
occupied under normal circumstances. If it be assumed that the gold 
losses during the early months of the European war—August-December, 
1914, inclusive—amount to about $200,000,000, the net gold gain of the 
United States as compared with the position it would probably have 
occupied had the war not occurred may be estimated at $300,000,000. 
From the standpoint of international trade it is evident that with a net 
importation of about $420,000,000 during the year, an unliquidated 
balance of the difference between $1,750,000,000 and $420,000,000, or 
about $1,330,000,000, is still to be accounted for. After making allow- 
ance for the freights paid to foreign ship owners, and for the very minor 
sums this year spent in tourist travel abroad, it is clear that there still 
remains an enormous sum whose liquidation has been provided for other- 
wise. This has been done (1) by the importation and sale of American 
securities held abroad, and (2) by the placing here of foreign bonds and 
securities. In addition to the $500,000,000 Anglo-French loan, other 
credits granted to foreigners are estimated by different persons of more 
or less authority at from $300,000,00c to $500,000,000. If the lower of 
these figures be taken as correct, the amount of indebtedness probably 
paid for by the sale of American securities here would still be over 
$500,000,000. As a matter of fact, reliable banking authorities express 
the opinion that the total of American securities shipped to the United 
States for sale has thus far been in the neighborhood of $1,500,000,000. 
If this estimate be sound, the figures already cited make it plain that 
Europe has accumulated a large credit balance in the United States upon 
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which she is drawing for her current supplies, and may for some time 
continue to draw. This credit balance, on the basis of the figures just 
given, might run as high as $1,000,000,000, that amount consisting in 
part of the proceeds of the sale of foreign loans here, and in part of the 
proceeds of the sale of American securities formerly owned abroad, in 
the United States. These figures give a somewhat different idea of the 
international balance from that which is ordinarily entertained, as many 
persons are under the impression that Europe is still heavily indebted 
to-this country. The latter view is supported by the fact of serious 
depression in foreign exchange, implying a continuance of the difficulty 
of providing means of payment which has been characteristic throughout 
the war. The fact probably is that the difficulty of providing means of 
payment and the depression of foreign exchange corresponding to it 
are due to the artificial interference with gold movements abroad, and 
to actual depreciation of foreign currencies, even where parity with 
gold is nominally maintained. Quite probably the estimate just given 
of the trade balance which Europe has created here may be considerably 
larger than the facts will ultimately warrant, but, assuming that the 
figures are approximately true, it would seem as if means of payment 
for immediate requirements had been quite fully provided. If the trade 
balance for the coming year were to be as large as last year, viz., $1,750,- 
ooo, considerably more than half of it might be regarded as already pro- 
vided for. As it is estimated in responsible quarters that probably 
$500,000,000 more of foreign-held American securities can be obtained 
and shipped to this country, these, together with the current or banking 
credits already existing and those reasonably to be obtained in addition, 
would finance the export trade of the United States for another twelve 
months. All of the figures thus relied upon, except those relating to 
actual merchandise movements, are naturally subject to revision and 
correction; but the data now available indicate that they represent the 
basic facts of the situation. One of the most important economic studies 
to be undertaken as soon as the return of peace permits the publication 
of reliable statistics will be a thorough analysis of the international trade 
balances and indebtednesses of the world. Experience during the war 
has shown the necessity of much more accurate information on this 
subject than has heretofore been available. 


BANKING OPPORTUNITIES IN SOUTH AMERICA 


Secretary Redfield of the Department of Commerce has published 
No. 106 of the “Special Agents’ Series,” on Banking Opportunities in 
South America, by William H. Lough, special agent of the department. 
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The report is the result of an extensive trip in South America, and 
furnishes a review of existing conditions with reference to American 
investments and the underwriting and selling of securities, the prevailing 
banking institutions and establishments now operating in South America, 
and the foreign exchange situation with reference to South American 
markets. There is also a chapter with reference to banking practice, 
expenses, and profits in the South American field, and finally a chapter 
outlining what are supposed to be the requirements to be met by the 
United States in extending its operations in South America. 

Some of the material is of familiar character, especially that relating 
to the historical side of banking in South America. The principal interest 
in the report is found in its survey of opportunities for future profit, 
of the conditions under which banks must develop, and in its outline of 
the steps that must be taken by the United States in order to develop the 
South American field. In speaking of the features which differentiate 
this South American field from that of the United States, Mr. Lough 
says: 

The chief differences that directly affect banking operations are the fol- 
lowing: (1) comparative absence of banking regulation on the part of govern- 
ments or associations; (2) influence of foreign colonies, investments, and 
sentiments; (3) social character of business relations; (4) increased moral 
hazard; (5) lack of highly developed econom ic organization; (6) relatively 
high and stable rates of interest; and (7) in some countries fluctuating cur- 
rencies. 
There is little control of the banks and little co-operation among 
them in most South American countries, the personal side of banking 
being largely emphasized. In a general way everything is on a higher 
and larger scale than in the United States and Europe. Losses and 
defalcations are greater, interest rates higher, business opportunities 
broader and at the same time more hazardous, than the general run 
of those to be found in more highly developed countries. As to the 
course of exchange, there has been some improvement because of the 
fact that in certain countries a relatively stable currency has been intro- 
duced. The two nations having the best currency today are Argentina 
and Uruguay, while five others have reduced the fluctuations in monetary 
values to very narrow limits. In other countries the exchange quota- 
tions are extremely irregular and uncertain. Mr. Lough’s review of the 
classes of business in South America is of considerable interest and is as 
follows: 

First. The foreign banks in South America usually start by devoting a 
large proportion of their energy and capital to operations in exchange. 
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Second. In this connection they purchase and make advances against 
commercial bills drawn on importers in the countries where they are doing 
business. 

Third. At the same time the home office in London, Hamburg, or Berlin 
is probably developing a business in acceptances which involves comparatively 
little direct expense and allows considerable profits. 

Fourth. All South American banks are called upon to handle collection 
of drafts and sometimes to take care of ordinary mercantile transactions, both 
on a commission basis. 

Fifth. An activity which may be of some importance from the beginning 
consists of underwriting and selling securities. 

Sixth. As quickly as possible the foreign banks build up a local account 
current and loan and discount business. 

Seventh. Some of the banks, especially the German banks, have partici- 
pations in syndicates and in industrial enterprises. 

Eighth. In some branches they receive money and securities for safe- 
keeping or rent safe-deposit boxes. 

Ninth. Many banks have savings and mortgage-loan departments. 


The final chapter of the monograph, that which deals with the steps 
that must be taken by the United States in developing banking con- 
nections in South America, will probably arouse considerable difference 
of opinion. Mr. Lough takes the view that the Federal Reserve act has 
bestowed a monopoly of foreign banking upon New York City, and 
perhaps upon a very small number of institutions in that place. This 
is an interpretation in which very few persons will agree with him. 
Because of it, however, he recommends that there be adopted an amend- 
ment to the Federal Reserve act permitting national banks in the United 
States to join together for the establishment of common branches in 
foreign countries. The idea is an old one, and was embodied in the 
Aldrich or Monetary Commission bill. When the time came in 1913 
for banking legislation, the present provision of the Federal Reserve 
act was considered best adapted to the situation. Mr. Lough thinks 
that at the present time there is an exceptionally favorable opportunity 
for developing operations of foreign banks in South America. The 
most promising field is believed to be the west coast, inasmuch as little 
has been done there by foreign capital, while the development general 
of the west coast in the next few years will be greatly advanced on account 
of the opening of the Panama Canal. Moreover, American investments 
and trade interests on the west coast are not overshadowed by European 
operations, as they are on the east coast. 
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The Evolution of the English Corn Market from the Twelfth to the 
Eighteenth Century. By Norman Scotr Brien Gras. 
(Harvard Economic Studies, XIII.) Cambridge: Harvard 
University Press, 1915. 8vo, pp. xiiit+498. $2.50 net. 

This book deserves very considerable attention from students of 
economic history. With the exception of Faber’s Monograph (Die 
Entstehung des Agrarschutzes in England) published nearly thirty 
years ago and Naudé’s chapters on England in his general discussion 
of the corn trade policy of European states, practically no serious 
attempt has been made to set forth the earlier history of the English 
corn trade. Moreover, neither Faber nor Naudé go far beyond the 
policy of the government toward the trade. Their point of view is 
rather political than economic and they have often missed the full sig- 
nificance of governmental regulation by their failure to grasp the eco- 
nomic conditions out of which such regulation proceeded. Dr. Gras 
has approached the subject from an economic standpoint, and though 
he does not ignore the question of governmental regulation, he makes it 
subservient to his main purpose of tracing the evolution of the English 
corn market, or, as we should say, wheat market, from the twelfth to the 
eighteenth century. 

The main thesis of his book is, briefly, that the English corn market, 
during the time in which he considers it, passed through three distinct 
stages. The first stage he designates as the stage of the manorial 
market, the second, that of the local market, and the third, that of the 
metropolitan market. In discussing the manorial market perhaps the 
most striking point which he makes is that the manor was not the isolated, 
self-supporting economic unit it used to be considered to be. Dr. Gras 
has demonstrated clearly that there was a well-defined corn trade 
between different manors of the same lordship. He believes that in 
many, he is disposed to say in most, instances manors of the same 
lordship were organized into groups within which there was a regular 
transport of corn and by means of which the enterprising lord was able 
to distribute his surplus product over a rather wide market area. He 
does not deny that there existed at the same time a local market near by 
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in which the lord’s tenants disposed of their surplus grain, but he takes 
the inter-manorial trade to be the characteristic feature of the period 
of manorial marketing. It does not appear, however, that his evidence 
altogether justifies this assumption. Even if the existence of inter- 
manorial trade to a considerable extent be accepted, it still remains 
to be proved that it was sufficiently prevalent to constitute the normal 
state of things. A priori it would seem probable, at a period in which 
the market demands must have been relatively small, that the local area 
around the market-place would be its chief source of supply, espe- 
cially when the difficulty and expense of conveying grain over land was 
so great as it must have been. Nor is it manifest that even in this 
early period the corn-monger played no part in assisting the small 
producer to reach a wider market. There is evidence of his activity in 
connection with the corn trade of Lynn very early in the fourteenth 
century and he was certainly active on the Continent long before that 
time. It is true that before 1300 the evidences of a local market in 
England are scant and the English records appear to be silent on the 
subject of corn-mongers, but any argument e silentio is dangerous at 
this early period. It is certainly unsafe to assume that the state of 
things recorded in the manor rolls of a few large lordships can be taken 
to represent the normal state of things. Yet unless we make that 
assumption, the distinction which Dr. Gras draws between the period 
of the manorial market and that of the local market can hardly be 
justified. 

From the manorial corn market Dr. Gras proceeds to discuss the 
local corn market which, according to his view, superseded it. On the 
basis of a rather elaborate analysis of corn prices he undertakes to 
divide Southern and Eastern England into some fifteen local market 
areas. To the reviewer these divisions appear to be rather arbitrary. 
Even though there are preserved some thousands of corn prices for the 
period between 1250 and 1500, it is doubtful if the price material fur- 
nishes sufficient evidence to establish, on the basis of differential price 
levels, even the approximate boundaries of local market areas. Further- 
more, Dr. Gras, in spite of the decided variations in price within the 
same local area, is forced to depend upon unweighted averages which 
can hardly be taken as safe guides. Moreover, he himself admits that 
from the first there existed a considerable inter-area trade. In the face 
of these facts and with little or no other evidence to confirm the existence 
of such market areas as he defines, it can only be concluded that his defini- 
tion of them is tentative at best. Indeed, it may be questioned whether, 
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in view of the extensive inter-area trade, the history of the English corn 
market between 1250 and 1500 should be quite so precisely designated 
as the period of the local market area. 

The last stage which Dr. Gras considers in the evolution of the 
English corn market is what he calls the metropolitan stage, in which the 
demand for corn at London determined the organization of the corn 
trade. So large a part of his book is devoted to this phase of the subject 
that it might perhaps have better been called “The Evolution of the 
London Corn Market.” He dates the beginning of the domination of 
London in this particular at about the year 1500 and expresses the 
belief that before that date London depended mainly for its wheat supply 
upon the local area of the Lower Thames. With the latter part of this 
statement it is not easy to agree. Situated as the city was with easy 
access by water to the valley of the Upper Thames on one hand and the 
coastal regions of East Anglia and Kent on the other, it is difficult to 
believe that London did not, from a very early date, draw a considerable 
part of her supply from these remoter sources. The evidence which 
Dr. Gras himself adduces (p. 104, n. 3, inter alia) goes to show that she 
did, in which case the beginnings of a metropolitan area must be set 
long before 1500. The dimensions of this area increased, of course, 
as London grew in population and importance, yet it is more than doubt- 
ful whether, even as late as the eighteenth century, the whole English 
corn trade had succumbed to London’s influence. Dr. Gras does not 
maintain that it did. He does, however, in his consideration of the 
corn market from the fifteenth century onward, ignore all those elements 
of it not embraced by the metropolitan area, and so presents, from the 
point of view of England as a whole, an incomplete picture. We should 
like to know more about the situation in Bristol, for instance, which was, 
after London, the largest of English cities, or even, for that matter, in 
Lynn and Hull, places of some importance in the history of the export 
corn trade. 

It will be apparent that all these criticisms are leveled at the attempt 
of Dr. Gras to reduce the conflicting and fragmentary material upon the 
history of the English corn trade to a precise and logical scheme of 
things. Such an attempt is in itself highly commendable, and it is a 
great misfortune that the facts do not more readily lend themselves to 
some such orderly classification. As they stand they convey the 
impression of a situation far less uniform at any given time and far less 
systematic in its development than Dr. Gras would have us accept. 
Yet even if this be admitted, it should not be allowed to becloud the 
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obvious merits of an exceedingly valuable monograph. Dr. Gras is 
very far from being a mere theorizer. His research work has been care- 
ful, extensive, and brilliantly productive. His appendices, which occupy 
almost half his book, bear adequate testimony to this fact, as does his 
bibliography of sources. Research students in English economic history 
have good reason to be eternally grateful to him for revealing the wealth 
of material in the English Port Books which he has, apparently, been 
the first student to exploit. Scarcely less illuminating has been his work 
in the records of the city of London and in the archives of the various 
London companies. His statistics on the export and import of corn 
from the various English ports during the period from 1550 to 1700 
(Appendices C, D, E) are invaluable, though they are probably incom- 
plete. His corn prices for London in the sixteenth and seventeenth 
centuries (Appendix E) supply a grave omission in Thorold Rogers’ 
History of Agriculture and Prices. The other piéces justificatives which 
he prints are also valuable additions to the meager supply of accessible 
sources on the subject, though he might perhaps have omitted the 
document which he gives in Appendix J since it appeared in full in the 
English Historical Review a little while ago. 

Numerous other instances could be adduced to illustrate the careful 
scholarship which pervades the whole book, but these will serve to 
establish the fact that it does great credit to the author, already favorably 
known by his able articles on the Customs Revenue and the Corn 
Bounty. Incidentally this latest addition to the Harvard Economic 
Studies bears testimony once more to the inspiring genius of Professor 
Gay who has prompted so much excellent work in the field of economic 
history. 

CoNnYERS READ 

UNIVERSITY OF CHICAGO 


Scientific Management and Labor. By R. F. Hoxie. New York: 
Appleton, 1915. 8vo pp. x+302. $1.50 net. 

So far as the writer is aware this book is the first of its kind, since 
it presents for the first time an evaluation of scientific management, 
so called, from the viewpoint of a trained economist who has had an 
unusual opportunity to study these new methods at first hand and as 
they exist in actual operation. Professor Hoxie is so well known as a 
student of labor problems that the book will no doubt be read with inter- 
est by economists; but it is of greater importance to managers of indus- 
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try and should command their close attention. It is a most important 
addition to the literature of this much-debated subject. 

The subject-matter of the book is based upon an investigation of 
scientific management in its relation to labor made by Professor Hoxie 
for the United States Commission on Industrial Relations. It has to 
do, therefore, with this phase of the question only, and is not a treatise 
on efficiency systems. It is, in fact, as the author states, an attempt 
to test the claims of the late Frederick W. Taylor respecting scientific 
management in its relation to labor. The claims of other leaders in the 
efficiency movement, such as Mr. Gantt and Mr. Emerson, are considered 
in so far as they differ from those advanced by Mr. Taylor. 

The subject-matter of the book is divided into three sections as 
follows: Part I, “Viewpoint and Method”; Part II, “Critical Examina- 
tion of Scientific Management in Its Relation to Labor”; Appendices: 
(I) “Conclusions Resulting from the Investigation”; (II) “The Labor 
Claims of Scientific Management according to Mr. Taylor”; (III) “The 
Labor Claims of Scientific Management according to Mr. Gantt”; 
(IV) “The Labor Claims of Scientific Management according to Mr. 
Emerson”; (V) “The Trade Union Objections to Scientific Manage- 
ment”; (VI) “Vital Points at Issue between Scientific Management 
and Labor Based upon the Claims of Scientific Managers”; (VII) 
“Vital Points at Issue between Scientific Management and Labor Based 
upon Trade Union Objections to Scientific Management”; (VIII) 
Questionnaire: “Scientific Management and Labor.” 

In taking up the investigation Mr. Hoxie first made a study of scien- 
tific management as presented by its leading advocates. All the im- 
portant literature bearing on both sides of the question was examined 
and representatives on both sides of the controversy were consulted. 
With this as a basis two preliminary statements were prepared entitled, 
respectively, “The Labor Claims of Scientific Management” and “Trade 
Union Objections to Scientific Management.” The first of these docu- 
ments was submitted to prominent scientific managers for criticism and 
revision, while the second was revised and approved by a committee of 
the American Federation of Labor. From these official statements the 
vital questions at issue were determined and these are set forth in 
Appendices VI and VII noted in the foregoing. The questionnaire, 
Appendix VIII, was compiled from these documents and used as a 
means of securing extended information from both employers and 
employees. The investigating committee visited a large number of 
shops where scientific management has been installed, in whole or in 
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part, and also consulted many individuals concerning the problem. It 
will be seen, therefore, that the appendices are important documents, 
for aside from any conclusions that have been drawn by Mr. Hoxie, 
Appendices VI and VII show in a clear and concise form the points at 
issue, while Appendix VIII, which is quite voluminous, gives one an 
idea of the complexity and extent of the controversy. 

The conclusions of Mr. Hoxie and his committee, however, are of 
great importance. It may be well to quote directly from the report 
itself which states: 

Two essential points stand forth. The first point is that scientific manage- 
ment, at its best and adequately applied, exemplifies one of the advanced stages 
of the industrial revolution which began with the invention and introduction 
of machinery. Because of its youth and the necessary application of its 
principles to a competitive state of industry, it is, in many respects, crude, 
many of its devices are contradictory of its announced principles, and it is 
inadequately scientific. Nevertheless, it is to date the latest word in the sheer 
mechanics of production and inherently in line with the march of events. 

The second point is that neither organized nor unorganized labor finds 
in scientific management any adequate protection to its standards of living, 
any progressive means for industrial education, or any opportunity for industrial 
democracy by which labor may create for itself a progressively efficient share 
in efficient management. And, therefore, as unorganized labor is totally 
unequipped to work for these human rights, it becomes doubly the duty of 
organized labor to work unceasingly and unswervingly for them, and, if neces- 
sary, to combat an industrial development which not only does not contain 
conditions favorable to their growth, but, in many respects, is hostile soil. 

Mr. Hoxie’s findings verify what the writer has long contended, 
namely, that scientific management at its very best is essentially a 
means of increasing productive capacity and does not carry with it a 
single regulative principle that automatically tends to protect the indi- 
vidual worker against certain results that ensue from its introduction 
exactly like those that follow the introduction of labor-saving machinery. 

In common with all methods looking to increased results in produc- 
tive effort, these methods make possible better conditions for the race as 
a whole. But experience with labor-saving machinery has made it 
clear that the distribution of the benefits flowing from improved methods 
cannot be left to chance, since these methods themselves afford no 
protection to the worker during the period of readjustment following 
the introduction of more econc ic methods. 

The need of taking advantage of every economic gain is undoubted, 
and the human race, in general, never discards any ways or means to 
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this end. The great problem, therefore, is to develop these methods 
while at the same time safeguarding human rights, and the writer 
agrees with Mr. Hoxie that this cannot be safely left to scientific manage- 
ment, which depends on personal good-will to correct abuses that may 
result because of its introduction. 

Mr. Hoxie’s discussion in Parts I and II is most illuminating and is 
literally filled with interesting conclusions. Space will permit the men- 
tion of a few of these only. He questions frankly the claims made by 
exponents of scientific management that these new methods are scien- 
tifically accurate. In referring to time study, for instance, he states 
that “far from being the invariable and purely objective matters that 
they are pictured the methods and results of time study and task setting 
are in practice the special sport of individual judgment and opinion, 
subject to all the possibilities of diversity, inaccuracy and injustice that 
arise from human ignorance and prejudice.” While this statement may 
be considered overstrong by some, there is no doubt but that Mr. Hoxie 
is right in the main. Time study is not and cannot be an exact science. 

More important, however, is his criticism of the basis of advanced 
wage systems. Granting that it is possible to measure accurately the 
task a worker ought to perform, the claim that these advanced wage 
methods reward a worker in proportion to his effort is, as Mr. Hoxie 
points out, begging the question so long as these systems use the rates 
already determined by competition as a basis for efficiency reward, since 
these very base rates are in dispute. 

The most interesting and in some respects the most important part 
of the book is the discussion of scientific management methods as the 
investigator found them in actual practice. On the whole, this part of 
the discussion is not overfavorable to scientific management, and is open 
to the criticism that these conclusions have been deduced from personal 
opinions rather than from actual personal knowledge of the new methods. 
But in justice to Mr. Hoxie it must be added that he notes that most of 
the shortcomings of scientific management are not inherent in the system 
but are the result often of ignorance on the part of those who are intro- 
ducing these new and as yet poorly understood methods. He concludes 
that we need more thorough study and general publicity concerning the 
true character and methods of scientific management and concerning 
the real character, intelligence, and spirit of those engaged in its appli- 
cation, and to this statement all who have examined this difficult problem 


with an unbiased mind will certainly agree. 
DEXTER S. KIMBALL 


CorNELL UNIVERSITY 
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Lower Living Costs in Cities: A Constructive Program for Urban 
Efficiency. By CtypE Lynpon Kinc. National Municipal 
League Series. New York: Appleton, 1915. 8vo, pp. viii+ 
355. $1.50. 

After the gloom that lies so thick about most of the cost-of-living 
discussion, it is distinctly refreshing to find a bit of cheery optimism, and 
to be assured that these clouds can be put to flight. Professor King 
declares that “urban living costs are what we make them. To a large 
extent, they are the result of community inefficiency. Minimum living 
costs, particularly in densely populated centers, must mean social fore- 
sight and social efficiency and virility in public action, to the end that 
useless costs may be eliminated and sane, effective programs for social 
efficiency be carried into execution.” “And the hopeful fact of the 
twentieth century is that in every American city countless forces are 
functioning joyfully toward transmuting these ideals into actualities.”’ 

Specifically: municipal markets and municipal regulation of the 
food supply “will assure minimum food costs to the future urban 
earner”; by municipal activity “waste through sickness and incapacity 
can be eliminated, and vitality increased and productive power 
furthered”; the city “‘can give recreational facilities to all city dwellers, 
to the definite enhancement of their happiness, well-being, vitality, and 
earning power’; “American cities can offer to all their workers housing 
conditions that make for a wholesome physical and social outlook at 
reasonable rentals”; certain “school readjustments will create a more 
efficient earner and a higher type of citizenry” and “city employment 
bureaus would supplement the work of the school systems and make 
available to our industries and preserve to society a vast total of 
human resources’’; strict supervision of public utilities “with the alter- 
native of municipal ownership will insure minimum utility costs and 
adequate service standards.” 

The writer of the book is assistant professor of political science in 
the Wharton School, and we may assume that he speaks advisedly 
within his own professional field. But, granting that the technique of 
municipal government has been worked out to the point where it fur- 
nishes an adequate machinery for carrying our ideals of popular well- 
being into effect, we should yet bear in mind the fact that these ideals 
are themselves, of necessity, extra-political in their origin. The assump- 
tions upon which a governmental program rests are the conclusions of 
some sort of economics, sociology, ethics, aesthetics, sanitary or engineer- 
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ing science. It is, therefore, not impertinent for the workers in these 
other crafts to examine the character of that foundation. Professor 
King appears to overlook or to underestimate the intricacy of the eco- 
nomic considerations involved in many of the problems with which he 
is here dealing. It is more than doubtful if he could secure the endorse- 
ment of economists for many of the crisp dicta upon economic questions 
with which the book is strewn. Notably is this true of his belief that 
high land values cause high rents (pp. 8, 16, 255 ff.) and his way of 
reasoning that if charges are lowered there is a social saving of that 
amount, without feeling any burden of proving that costs have been 
lessened (pp. 75, 200, 253). He is distinctly the champion of the Con- 
sumer with a capital C (whoever he is), and is interested in the distribu- 
tive rather than the productive aspects of his problem. It is entirely 
possible that this may be the correct position, and that cheap living is 
more important than economical production—in so far as the two can 
be separated—but one feels decidedly unsatisfied that the other side of 
the question is ignored. 

The book is packed full of interesting accounts of what has been 
done or planned in various American cities. The even more glorious 
patterns of Germany are also set forth, toour shame. There is a wealth 
of instruction for the general reader who is desirous of learning what is 
the present status of discussion and experimentation along these various 
lines. Still, it seems not entirely adequate to be assured that “countless 
forces are functioning joyfully” toward this goal of lower living costs. 
My legs may function joyfully to climb Mount Everest, but disaster will 
follow if I miscalculate my footing, and the law of gravity will operate in 
spite of my wholly laudable intentions. One cannot help feeling that the 
author of Lower Living Costs in Cities has come to his conclusions rather 
because of an abundant faith in the ability of city bureaus to cure the 
ills of the people than upon an adequate diagnosis of those ills. What 
purports to be a solution proves, on second look, to be merely a state- 
ment of the problem to be solved. For example, we are told that “the 
avenues and agencies through which adequate housing programs have 
been and can be realized are: (1) efficient housing regulation and ade- 
quate public supervision; (2) housing ownership and operation by the 
public authorities; (3) public control of land values through land owner- 
ship and land taxation; (4) proper town planning, including transit and 
other utility facilities, with costs shorn of watered stock and other 
imaginary values; (5) an industrial readjustment that will minimize 
non-employment and further the movement toward decentralization in 
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urban populations; (6) encouragement of home ownership through 
co-operative organization and minimum building costs” (p. 246). Pre- 
cisely! But what are “efficient’”’ housing regulations and “proper” town 
planning? Where is the line to be drawn between “real and imaginary” 
values? And “housing ownership and operation by the public authori- 
ties” is a rather strong pill to give without sugar coating. With this 
“public control of land values” should go the “price regulation by an 
industrial commission,”’ advocated on pp. 73 and 87. 

One is constantly impressed with the fact that the book is written 
in a fine spirit of public service, and it certainly makes a strong appeal 
for alert and intelligent citizenship. The author speaks out of strong 
convictions and from a buoyant faith in the city’s future, but this very 
zeal sometimes carries him into statements which are finely rhetorical 
rather than closely reasoned. Still, it is perhaps good pedagogy to over- 
state the case in order to catch the popular attention, and the easy style 
of the book will assure it a large audience and a helpful service. 

E. G. NouRSsE 


UNIVERSITY OF ARKANSAS 


Satellite Cities. By GRAHAM R.TayLor. New York: Appleton, 1915. 
8vo, pp. xvili+325. $1.50. 

Economic advantages, chief among which are lower land costs and greater 
room for expansion, have within the last twenty years caused a constantly 
increasing movement of factories out of the central districts of our large cities. 
Large manufacturing plants have sprung up in rapidly growing numbers upon 
the outer edge of our cities or even several miles away. Every detail of these 
plants themselves has been scientifically planned by experts. But Mr. Taylor 
emphasizes very strongly the fact that the towns and suburbs which neces- 
sarily spring up around these plants have not in any sense been scientifically 
planned. He makes a strong case to prove the gross neglect, and the evils 
arising from this neglect of the interests of the surrounding communities, the 
failure to provide adequate recreation grounds, meeting-places, and parks; the 
failure to apply the modern principles of street-planning and of building regu- 
lations, and the private exploitation of rapidly rising land values, and of the 
urgent needs of the laborers for dwellings. 

Pullman is discussed as a typical example of the highly paternalistic 
industrial “satellite.” Mr. Graham arrives at practically the same conclusion, 
in regard to Pullman, as Miss Jane Addams brings out so forcibly in a paren- 
thetical chapter in which she compares the industrial power behind Pullman 
with King Lear, each through long-continued and conscious benevolence 
finally becoming incapable of allowing the objects of its benevolence to have 
any voice in their own affairs. 
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The Cincinnati factories which have moved out to the suburbs of Norwood 
and Oakley have left most of their employees still crowded into the congested 
tenements of Cincinnati, five miles away, because of their failure to establish 
attractions which could compete with the “bright lights”’ of the city or houses 
which could compete with the rents of the Cincinnati tenements. Surrounding 
the industrial plants east of the Mississippi River opposite St. Louis are the 
straggling and neglected communities of Granite City, Madison, and East 
St. Louis, suffering from complete “civic isolation.”” Gary, with just as great 
an opportunity for a scientifically planned town as for scientifically planned 
steel mills, failed to provide adequate parks, modern diagonal streets, or housing 
facilities for the unskilled immigrant laborers, leaving them at the mercy of 
the speculative land dealers. At Fairfield, Alabama, a more complete plan 
has been used, but even here real “civic statesmanship”’ is lacking. 

Mr. Taylor makes an urgent appeal for more attention and study of the 
planning and community needs and interests of these rapidly increasing 
“satellite” cities. He points to the English garden suburbs, the English 
copartnership tenants’ plan, and the English town-planning act of 1909 as 
models for the “satellite” cities of the United States to follow. In an appendix 
at the end of the book discussions of special phases of city-planning as applied 
to “satellite” cities are presented briefly. 


The Financing of the Hundred Years’ War. By ScHUYLER B. TERRY. 


London: Constable & Co., 1914. 8vo, pp. xx+197. 6s. net. 


Although wars have been important factors in progress from the earliest 
time, it often occurs that changes resulting from the exigencies of raising large 
war funds have been as far-reaching in their effects as wars themselves. One 
of the secondary results of the financing of the Hundred Years’ War was the 
rise, in the middle of the fourteenth century, of the English Merchants, created 
by Edward III for the purpose of augmenting the national resources and 
supplying revenue and loans to the crown. 

The Hundred Years’ War occurred at the period of transition between the 
feudal economy and the newer national economy; the old feudal dues were 
rapidly diminishing while governmental expenses were increasing, and the 
problem was that of developing a quick and regular revenue to take their 
place. The campaign forced the king into the field of modern taxation; and 
the various expedients resorted to and their attendant success are told by the 
author in this treatise. During the first years of the war no definite financial 
policy was perfected, and “funds were secured for each emergency by borrow- 
ing recklessly, contracting to repay without any apparent idea of the amount 
needed for the following year.”” Borrowing was done largely from the Lombard 
and Hanse merchants and bankers, but the king was forced by a reform party 
to replace them by English merchants, as the former “removed much wealth 
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from the realm.” This mercantilist movement was successful, for better rates 
were obtained, more wealth remained at home, and the resources and revenues 
were better husbanded and better oversight was obtained. Hereafter finances 
took a more orderly aspect. The English merchants remained in the ascend- 
ancy until the Black Death, when large numbers failed; and to offset this the 
wool staples were removed to the island and monopolized for the benefit of the 
crown. At various times the king resorted to seizures of church property, 
to lay and clerical grants, parliamentary grants, sale of privileges, customs and 
excise duties, profits from wool monopoly, feudal dues, and other minor grants 
and dues. Large sums were borrowed on the credit of the crown, on orders on 
the treasury, and on tax pledges. The regrants and cancellations of loans and 
the irregularity of the accounts make it impossible to judge accurately the cost 
of the first quarter-century of the war. One of the heaviest outlays for a year, 
inclusive of government expenses, was £242,000 in 1347. England waged war 
for the most part out of income and was not forced to borrow more than one- 
third of the current year’s expense. 

The author’s presentation of subject-matter reflects a thorough use of 
source materials. It is largely an exposition of the purely financial facts con- 
nected with the war, with some little attention given to the economical and 
political background. It is overburdened at times with needless dry and 
unimportant details, recitals of minor transactions of doubtful value. 


South of Panama. By EDWARD ALsworTH Ross. New York: Century 
Co., 1915. 8vo, pp. xvi+386. $2.40 net. 

This volume follows closely a visit by Professor Ross to the various South 
American countries for the purpose of studying them and their people and of 
collecting material for study. About one-third of the book is given to a gen- 
eral description of the resources and physical features of the various countries, 
the remaining chapters being devoted to labor and class, women and family, 
morals, character, education, religion, politics, and government and class 
domination. 

In one respect in particular Professor Ross refuses to follow the fashion 
of most North American writers. He prefers to tell the whole truth as he sees 
it, the uncomplimentary as well as the complimentary facts. His professed 
point of view is not pan-Americanism but a treatment true to the actual con- 
ditions. He does not mean to censure. On the contrary, he appreciates the 
efforts these people are making to overcome difficulties and he is as careful to 
call attention to their merits as to reveal their shortcomings. 

The writer is not satisfied with a mere telling of the conditions that exist; 
he seeks to explain them in the light of the past. The difference between the 
degree of progress made by the United States and that made by these countries 
may in a large measure be explained by reference to the colonization of the 





BOOK REVIEWS AND NOTICES 203 


New World. The Northern American Indians were too wild to be enslaved 
and were necessarily slain or driven away by the settlers, who were thus forced 
to cultivate their own fields for themselves. The Indians in South America 
had made “marked advancement in agriculture and industrial arts.” The 
invaders had only to overcome these Indians and set them to work, washing 
gold, tending herds, and raising food. Thus the Spaniard was not required 
to humble himself to physical labor. This one fact made South America the 
home of distinct classes that still persist and are rather permanent. Spain 
never really colonized her possessions; she exploited them. The Spanish 
colonies offered no asylum to liberty-lovers; their riches were more attractive 
to the ruthless and avaricious than to the industrious and frugal. These facts 
readily explain the existing contempt for manual labor, and the self-indulgence, 
pride, and exclusiveness of the upper class. This heritage of the colonial 
régime has weakened the democratic ideals that have for a long time been 
trying to get firm foothold in these southern republics. 

The upper classes have many worthy traits. They are courteous and con- 
siderate of strangers. “If you are ill the faithfulness of your friends of a day 
or two in calling and inquiring about you is a real solace.” Even business 
communications are not pared down to bare utility but take more or less the 
form of good fellowship. 

This volume is well worth reading by anyone who wishes an insight into 
the real South American situation. It puts meaning into much that has 
heretofore been lifeless. 


On the Relation of Imports to Exports. By J. TAYLOR Peppre. London: 
Longmans, Green, & Co., 1915. 12mo, pp. v+88. $1.00. 


Mr. Peddie characterizes the British free-trade system as an abstract 
proposition which is entirely negative in its results. He claims that under 
free trade England has built up the financial, shipping, and insurance industries 
at the expense of home manufactures. The result is that the British are 
carrying on a great portion of their trade as agents rather than as principals. 
In other words, there are too many traders and too few producers. In the 
introduction of scientific methods and automatic machinery British industrial 
plants fail to measure up with those of Germany and America, and if this condi- 
tion continues, the financial position of England in international trade cannot 
fail to be jeopardized. 

As a solution of the problem the author advocates an abandonment of 
the free-trade policy and an increased emphasis on national industrial efficiency. 
Tariff restrictions should be placed upon the importation of manufactured 
articles of general utility, with a preference in favor of the British dominions 
and colonies. The banking and credit facilities should be utilized to encourage 
home industries as well as to assist international trade, and the whole national 
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policy should be directed toward the building up of a substantial and perma- 
nent industrial system to serve as a substructure for British world-trade. 

The last part of the book is devoted to the question of foreign exchange, 
and includes an interesting review of the exchange situation since the outbreak 
of the present war. The writer maintains that the present low rate for the 
pound sterling is generally undesirable, in that it makes foreign commodities 
cost more to English buyers and to all buyers who must make payment through 
London, while in the world-market it offers no compensating advantages to 
those who sell. 

The chief weakness of the book lies in incomplete analysis. The author 
seems to have underestimated the importance of the interrelation between the 
free-trade system and the profitable investment of British capital abroad. 
We would also question the claim that “whenever it is possible to bring British 
labor into competition with foreign labor in the manufacture of articles of 
utility, a tax on the imports of these will not affect prices” (p. 39). Finally, 
while admittedly protection might make possible the introduction and 
development of certain industries which are considered highly desirable from 
a national point of view, it is difficult to see why the raising of tariff walls 
should necessarily result in increased productive efficiency in the case of the 
industries already established. 


America and Her Problems. By Paut H. B. D’EsTouRNELLES DE 
Constant. New York: Macmillan, 1915. 8vo, pp. xxii+545. 
$2.00. 

This is an English translation of the original French work published in 
1913. The author, a member of the French Senate, has achieved a wide repu- 
tation through his work in connection with the peace conferences at The Hague. 
The greater part of his book is devoted to a description of America, as seen by 
him in his travels through the country in the interests of international peace. 
The impressions recorded are of special interest in that they represent a char- 
acteristic French point of view. Another distinctive feature of the book is the 
attention given to the part played by the French in the early history of America. 

The present-day problems of America are discussed rather informally. 
The writer appears to be interested in the spirit and character of the people 
rather than in the form or nature of their institutions. In considering some of 
our social and political questions he is not sparing in friendly criticism. He 
believes that the great national problem is to be found in the distance between 
the people of the United States and the government. The latter “has gone 
contrary to the aspirations of the country; and the various stages on this 
march have been excessive protection, the war with Spain, colonies, and arma- 
ments. While the country has kept its ambition on a level with the idealism 
attained by its energetic founders, the government has yielded to the tempta- 
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tion to sink below that level, and has erroneously supposed that the lower 
would be the more popular. Its pride, a puerile one, has been to imitate the 
mistakes it ought to have avoided. In other words, it has fallen a victim to 
imperialism” (p. 519). 

Two criticisms of the work may be offered. In the first place, it reveals 
a prejudiced viewpoint on the part of the author. While affecting to be a 
fair and impartial criticism of American affairs, the argument is colored 
throughout by the zeal of the peace propagandist. In the second place, the 
author has failed to understand the psychology of the American people. In 
this respect his work appears in striking contrast with that of Bryce. These 
defects, however, do not detract seriously from the value of a book which in 
style, originality, and suggestiveness has many points of excellence. 


Business Psychology. By Huco MUNSTERBERG. (LaSalle Business 
Texts.) Chicago: LaSalle Extension University, 1915. 8vo, 
pp. xi+296. $2.00. 

It is being recognized more and more that psychological study is a pre- 
requisite of an adequate understanding of those sciences that deal with a phase 
of human experience. The educator, the doctor, the political scientist, the 
historian, the lawyer, the artist, and the dramatist are all awaking to this fact. 
In some quarters even the business man is beginning to bestir himself. Pro- 
fessor Miinsterberg is early in the field, calling upon the business world to take 
advantage of the knowledge that psychology has to give of what takes place 
in the minds of those who sit behind the desks and toil within the factories. 
“Their intellect and character, their talent and temperament are a thousand 
times more important than the splendor of technical equipment.” Psy- 
chology can be of business value not only from the standpoint of the indi- 
vidual, by giving him insight into the mind of the buyer, but also from the 
social standpoint, by assisting in the work of fitting men into places suited to 
their mental makeup and of adjusting working conditions to mental demands. 

The book is a treatise on elementary psychology with special emphasis 
on those functions which are significant for business life. Part I introduces 
the subject with some general principles. Parts II, III, and IV deal respec- 
tively with the cognitive, emotional, and activity aspects of mental life, while 
Part V treats of psychological differences in individuals and suggests some 
practical tests whereby the business man may determine the mental char- 
acteristics of his employees. In the last two parts of the book the principles 
discussed in the foregoing chapters are applied to actual industrial life. There 
are interesting chapters on the outer and inner conditions of efficiency and an 
informing discussion of the functions and power of suggestion. The mental 
tests of intelligence, temperament, and character given in the last chapters 
should prove interesting to those concerned with the employment of labor and 
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the more disinterested forms of vocational guidance. On the whole, the work 
is clear, simple, and suggestive. 


Railway Problems in Chine. By Moncton Cui Hsv. (Studies in 
History, Economics and Public Law, No. 159.) New York: Colum- 
bia University, 1915. 8vo, pp. x+184. $1.50. 

The author in this report has traced the development of the various lines 
of railway in China and has called the attention of the reader to some of the 
problems which have presented themselves in the course of this development. 

The first period of railroad building was characteristically fraught with the 
difficulty of overcoming the superstitious attitude of the natives; but the war 
with France in 1884 served to convince the authorities that the well-being of 
the country was more or less dependent on the modern system of troop trans- 
portation. Since this time roads have been built in China through the enter- 
prise of both foreign and native promoters. England, Japan, France, Russia, 
and Germany have, through clever diplomatic arrangements, gained concessions 
for railway building, but without the approval of the great body of Chinese 
citizens who were beginning to realize that the “friendly” offers of these nations 
to make loans were mere plots to gain political prestige in the Far East. Up 
to 1900 all the railroads of China were built by foreign capital but after this 
time the Chinese people themselves took an interest in the raising of capital 
for this purpose. Five separate lines have been constructed through provincial 
enterprise and by means of native capital. The attempt of France, Germany, 
Great Britain, and the United States, in 1909, to carry through an inter- 
national co-operative plan whereby capital might be jointly furnished for the 
completion of certain lines, led to such disagreement that the Chinese people 
lost all faith in the good intentions of all these nations save the United States. 

The strife among the various nations for political prestige in China has 
been the cause of much delay in the completion of many of the lines of railway, 
and the solution of her problem today lies in effective control over the syndi- 
cates of these foreign powers and the establishment of her sovereign power 
over them. 


Voting Trusts. By Harry A. CusHinc. New York: Macmillan, 1915. 
8vo, pp. 226. 

The author of this treatise takes at the outset the position that the voting 
trust has established itself as a useful institution. He cites examples of numer- 
ous corporations in which the voting trust has been instituted as a means of 
meeting some form of exigency which has arisen, making necessary a reorganiza- 
tion. Various arguments which have been advanced to prove the inefficiency 
of the voting trust are discredited by Mr. Cushing in a convincing manner. 
The various forms of agreements which have been entered into in the formation 
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of the voting trusts show a striking similarity, differing only in detail as the 
conditions of the case demand. The general purpose of their organization has 
been to provide responsible management and to concentrate the power of 
administration in the hands of a small group, thus making more possible a 
satisfactory reorganization of the corporation. The provisions for the termina- 
tion of the voting trusts and the selection of their personnel have been made 
with the avowed purpose of furthering the interests of the original stock and 
bond holders. 

Concerning the legality of the voting trust, various court rulings have 
been cited. Some construe it to be averse to public policy while others rule 
that it is in keeping with it. Mr. Cushing seems to favor the latter stand. 
In general it may be said that the purpose for which the particular voting trust 
was organized has served as the basis upon which most of the court rulings have 
been handed down. If the motives behind its organization are wholesome and if 
real improvement in the conditions is aimed at by the promoters, the legality 
of the voting trust is not to be questioned. To illustrate the various agree- 
ments which have been used in the formation of such a trusteeship, the author 
has compiled a set of forms which may be alluded to as typical of such agree- 
ments. 


Theory of Co-operative Credit. By H. HemMANTAKUMAR GHosH. Cal- 
cutta: S. C. Auddy & Co., 1915. 12mo, pp. 212+lxvi. 


The main part of this book is given over by the author to a description of — 
the various systems of credit as they have evolved since the beginning of the 
Raiffeisen Bank in Germany. No particularly new ideas are advanced as to 
the future possibilities of co-operation in credit, neither is the work peculiarly 
valuable in pointing out any new or untried applications of this kind of credit. 
As a whole the book represents a study of the facts concerning co-operative credit 
in the various countries where it has been worked out to an appreciable extent. 

After elaborating somewhat on the systems of Raiffeisen, Schulze, and 
Luzzatti as they have been applied in Rhineland, Saxony, and Italy respec- 
tively, and after defining the characteristics and peculiarities of each, the 
author proceeds to give a detailed account of the joint-village as it exists in 
parts of India, and offers some interesting material regarding the system of 
co-operative credit as it has developed in these villages. Based, as it is, on the 
honesty and integrity of the members of the joint-villages, this credit has 
proved to be a great benefit to the poorer classes of agriculturists in obtaining 
capital. 

The last two chapters of the book are given over exclusively to a discussion 
of credit as a whole in its evolution. The various modern forms of credit are 
described briefly and the difference between co-operative and competitive 
credit is shown to be that in the latter the element of competition has played 
an important part in bringing about advantages to the rich classes. In the 
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former, however, the conflicting interests of buyers and sellers of credit are 
done away with. The result has been that the lower classes have been able 
to obtain credit more easily. 


Old Age Pensions. By H. J. Hoare. London: P. S. King & Son, rors. 
r2mo, pp. x+196. 35. 6d. 

The practical working and ascertained results of the British Old Age 
Pensions act of 1908 and the Amending act of ro11 are here examined in an 
interesting and able manner. The effects of the various conditions relating to 
the age, nationality, residence, and means of would-be pensioners are shown 
and the disqualifications stipulated in the acts are discussed. It is found that 
in spite of apparently cumbrous machinery the working has been so smooth that 
few practical amendments can be suggested. The chapter on “Statistics of 
Working” is exceedingly interesting. The following table may be given as 
showing the total number and value of the pensions in force on the last Friday 
in each of the financial years, expressed as an annual rate: 








renter | Yabe femme 





£ s. a. 
647,494 8,077,110 12 0 
699,352 8,776,466 80 
907,461 11,489,446 16 0 
042,160 11,981,517 12 0 
967,921 12,315,061 40 











The book is not political and should be interesting to administrators and 
students of social affairs. Little is said concerning the fundamental economic 
and social considerations involved in old-age pensions; but special attention is 
paid to grievances and hardships that have occurred in the actual working 
out of the acts. 


America at Work. By JoserH HusBanp. Boston: Houghton Mifflin 
Co., 1915. 12m0, pp. 111. $1.00. 


This brief volume consists of a series of sketches in which the writer 
describes in a general way a number of the outstanding features of the indus- 
trial life of America. Some of the chapters give impressions gained from 
actual visits to particular plants, while others are written with a view to empha- 
sizing the importance of various modern mechanical devices, including the 
telephone, steel building construction, and the semaphore switch. The 
brevity of the work precludes any attention to either scientific details or cur- 
rent industrial problems. The writer, however, possesses considerable skill 
in description, and his vivid and fascinating portrayal of the way in which 
great modern enterprises are carried on should render the book popular with 
lay readers. 








